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Summary and Conclusions

Underlying the present general crisis in the European Satellites is
;ﬁ economic crisis which aggravates discontent and which limits the
capabilities of the regimes to placate public opinion. Economic condi-
tions alone are not so severe as to create open éxpression of unrest but
would tend to reinforce unrest once it found expression. If the Soviet
Union is to introduce economic stability, as well as political stability,
to the Satellites, it must revise the assumptions and the economic pro-
grams which formed the basis of the 1956-60 plans of the Furopean
Satellites. )

Since the war, the structure and orientation of the Satellite econo-
mies has been profoundly altered by the Soviet~enforced concentration on
heavy industry. This reorientation lead to chronic economic problems,
because the Satellites lack sufficient raw materials, experience, or
skills to develop and operate heavy industry except at high costf At thke
the same time, the neglect of their feyrmer export industries, agriculture,
and consumer goods, greatly reduced their capabilities to trade with the
West on favorable terms. The Satellite economies became dependent upon
an insulated Soviet Bloc econcmic system in which their bargaining posi-
tion was very weak. By 1954-55, continuation of economic growth at the
rate desired by the various cbuntries became dependent upon an extensive
program of economic readjustment, of which the New Course was only the
first phase. In early 1956, the Soviet Union assumed that the necessary
readjustment would be assured the Satellites by a program of Bloc-wide
economic coordination which was to become increasingly effective dufing
1956-60, by a coordinated trade program involving Satellite trade with
the underdeveloped countries; and by a series of economic reforms designed
to increase the efficiency of operation of the Satellite economies.

ﬁbanwhile, the internal economic crisis within each of the Satellite
economies had assumed proportions not fully realized by the Soviet Union.

The Satellites required raw materials and advanced equipmwent which could

_—— o o e wm
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not be supplied by the Soviet Union and which were not assured by their
present trading relationships. Inefficiency in the administration of

the economic system increased strains and stresses; some plants had
unused capacity; others were overworked; the collectivization campaigns
had aroused peasant resentment and gains in agricultural production

were inadequate; and in Poland and Hungary, the collection system failed
to move sufficient food from the farm to the city. Depressed by the
economic burdens of Soviet exploitation of the economies, by an increas-
ing defense effort, and by the great investmént cost of the development

of heavy industry upon an inadequate resource base, improvemént in the
living staﬁdards within the European Satellites was retarded until 195k.
The failure of the New Course to introduce the promised improvement in
consumption levels permitted consumer resentment to smolder. In Rumania
and in East Germany, some food ratioﬁing continues; in no Satellite has
there been satisfactory improvement in urban housing conditions; and in )
all Satellites, the cost of living virtually compels each urban family

to have at least two Qage-earners to maintain adequate family living
standards. Even in Poland, which has relatively high food consumption 4
levels, the Poznan riots illustrated that food shortages were sufficiently
tangible to reinforce the expression of discontent.

By mid—l956, each Satellite had followed the Soviet pattern in intro-
ducing economic reforms meant to increase efficiency in the administra-
tion of the economy and to heighten worker satisfaction and incentive.
Measures were undertaken to reduce the work week, to raise the wages of
selected worker groups, to liberalize the social security system, and
to adjust the controls on labor discipline. In addition, measures were
undertaken to decentralize the planning responsibility within the economy,
to improve the trade system, and to introduce management reforms. In
Poland and Hungéry, these economic reforms became associated with a
larger context of political and social reform labelled "liberalization”

and became a movement which went far beyond the Soviet intent. o~
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Events in Poland and Hungary will have impact, possibly deep, upon
the economic plans of the other Satellites. For example, the Hungarian
economy will now be unable to fulfill trade commitments with the other
Satellites and will have to receive assistance from them if it is to be
reconstructed. Changes in the Polish economic program will require Poland
to alter the planned pattern of exports and imports with the other Satel-
lites. In addifion, it is possible that the Satellites other than Poland
and Hungary may have to revise their own domestic plans to prevent overt
expression of unrest within their own boundaries. Finally, plans may
be revised as the result of possible changes in the general structure and
nature of Soviet-Satellite relationships. The general crisis in the
European Satellites has erupted at just the moment when CEMA (Council
for Economic Mutual Assistance) has begun to effect extensive inter-
linking of the trade, production, and investment plans of all of the
European Satellites; an extensive change in the economic plans of any
Satellite is likely to require some revisicn in the economic plans of
other Satellites.

For the time being, the Soviet Union is accepting a national Commu-
nist regime in Poland. Since Gomulka has not clearly transgressed the
Soviet policy line, as it has begrudgingly evolved in recent months, he
may succeed in establishing a new relation with the Soviet Union which
is more acceptable to Polish national interests. To do this, he must
carefully manipulate his popﬁlar support and Pcland's strategic position.
The rislk element is involved in the fact that he has certainly trans-
gressed the intent of Soviet policy toward Poland and must be viewed with
suspicion by the Soviet leadership. Subsequent conclusions are based on
the operating assumption that Soviet military action is not undertaken.

It remains to be seen what autonomy Poland will receive in the
economic sphere. At any rate, Polend's economic ties to the Bloc are
many and Polish planners must attach a high degree of importance to

Soviet and Soviet Bloc economic interests. Domestically, economic reforms
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now being proposed show initiative and imagination; their sugcess or
failure may have repercussions throughout the Satellite area. Poland is
pressing to adopt a modified version of the Worker's Council to provide
worker participation in factory management (except for investment and
price policy, which remain under céntralized control). The control of
the State Planning Committee over the economy is being reduced. The

Se jm (Parliament) is moving toward greater weight in the formulation of
economic policy. The emphasis upon collectivization of agriculture is
being reduced in an effort to recruit the productive cooperation of the
Polish peasantry. In addition, moves are being taken to redevelop Polish
handicraft industries as a means of increasing the availability of
consumer goods.

In the realm of economic policy, Polahd will continue to press its
trade drive in the underde?eloped countries, exchanging Polish manufac-
tures for needed raw materials. Western industrial nations will be
approached for advanced equipment and for data on technological advances
which will benefit Poland's economic position. Success in this respect
will be limited by Poland's difficulty in marketing goods to the indus-
trial West. Coal, which is presenting production difficulties, will P
continue to be a major earner of Western currencies. In addition,

Poland intends to further her shipbuilding prograﬁ and to earn foreign
exchange from shipping services. .

If public discontent with living standards so requires, Poland may
find it necessary to import consumer goods from the West as the most
rapid means of obtaining immediate improvement. On the other hand,
public confidence in the new regime may permit the Gomulka government
to undertakei:an economic policy designed to correct the long-term
balance of payment difficulties. 1In either case, Western aid may be
required as a short-term measure, or as a longer-term measure if the
industrialization program is not modified.

At the present time (December 1956), it appears that stability can ]

be returned to Hungary only through concessions which the Soviet Union

_ k-
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is not now willing to permit, or through a costly Soviet occupation.
For the foreseeable future, Hungary will be a drain upon the Soviet Bloc
economy. The Hungarian economy was in parlous condition before the
revolution. The present economic crisis, aggravated by revolution,
and possibly by future passive resistence, cannot be alleviated without
extens;ve outside aid from the Soviet Bloc, even if the Soviet Union
someho% resolves the political crisis.

In the other Satelliteg, the present regimes are less concerned

with obtaining equality of economlc relations with the Soviet Union than

with stabilizing the domestic situation. On the other hand, economic

problems, discontent with the level of living, and interest in the ex-
amples established by Poland and by Yugoslavia create the raw materials
for general reform, should popular feeling crystellize about a new
leadership.

In East Germany, there is latent discontent. Basically, the Socialist
Unity Party (SED) has supported Scviet Bloc integration; the more so since
Party merbers feel that reunification of Germany would be to the detri-
ment of the Party and to the economy as presently struétured. Despite
the presence of Soviet troops, if the Party and the Government maintain
too inflexible a line regarding concessions to the workers, the produce
tivity of the workers may not rise as fast as planned. In addition,

Bast Germany is frankly concerned over the economic impact of events in
Hungary and Poland. Polish ccal and coke are of great importance to
East German industry, for example.

Czechoslovakia has gquietly conducted a program of extensive reform
in its economic life. The regime has taken pains, however, to prevent
these reforms from becoming identified with a liberalization program
including political and social reform. This, plus the absence of an
opposition leadership, has tended to keep doqestic affalrs under control.
In addition, Czechoslovakia has a relatively high standard of living in,

comparison with the other Satellites. Events in Poland will have -
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repercussions upon Czechoslovak ecomomic life, nevertheless, since the
two countries had begun extensive bilateral economic collaborationm,
especially in the development of the Ostrava coal basin. This collabora-
tion has been of mutual benefit and was to some degree stimulated by
mutual distrﬁst of Germany.

Rumania and Bulgaria have both made only slight progress in improving
living standards. -Since both countries are rural in character, however,
discontent has not been expressed as drematically as in industrial centers.
The Rumanian government- has already approached'the Soviet Union for further
economic assistance in order that it maey maintain internal stability, but
has not been given significant assistance. The Bulgarian government may
follow suit in asking the Soviet Union for additional aid.

As presently formulated, the 1956-60 Five Year Plans of the European
Satellites provide for rates of economic growth below those of the pre-
ceding five year period. Prospective plans call for somewhat less dis-
parity between the growth rates of heavy industry and for light industry,
including consumer durables and processed foods. Although greater rela-
tive gainé are scheduled in investments than in real wages for the pro-
spective five year perlod, the basic downward trend in real wages that
began in the middle of the last five year plans (but was partially
reversed by the New Course) is to be counteracted. Even if planned
growth rates are discounted, it appears that provision exists in the new
plans for modest annual gains in real income, albeit more in industrial
products than in agricultural commodities and in housing.

If the presently planned prospect for consumers is more favorable
than the grevious,planning period, however, achievement of . these gains,
together with overall growth, -depends more upon increases in labor pro-
ductivity than additions to overall manpower or tramsfers from agriculture
to industry. A large part of the planned increase in labor productivity
is premised on heightened labor efficiency rather than incréases in
capital equipment’available to lebor. In order to achieve this in-
crease in labor efficiency, the cooperation of the workers is necessary.

In the past, coercive methods have failed to elicit this cooperation.

-6 -
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_On the other hand, the economic reforms necessary to provide effective
incentives to the workers, would require a significant adjustment in

" plans, probably including lower goals for investment and heavy industry.
An approach to the problem of agumenting worker .incentives through
greater individual freedom, decentralization of economic decision meking,
and other administrative reforms, might initiate -a chain of events
gimilar to those in Poland and Hungary.

Since recent. Soviet editorials have completely reversed the {rue
roles and have portrayed Hungery as having been the guilty party for
attempting to industrialize too rapidly, it is possible that the Soviet
Union will accept a downward revision of imdustrialization plans in
other Satellites. After such revisions are made, and the secondary
effects of eveats in Poland and Hungary are reflected in overall Soviet
Bloc planning, it is likely that the production targets of the Satel-
lites for 1966 will be more modest than the earlier targets. After the
good .Soviet harvest of 1956, and poor harvests in such Satellites as
Rumania, the Soviet Union may be able to give the Satellites supplementary
aid in agricultural products. There is little imdicatiom, however, that
the Soviet Union will be able to give extengsive supplementary assistance
in capital goods, consumer goods, or in raw materials, without scaling
down its own economic plans. Unless the Soviet Union feelé that its
political and military objectives in the Satellites are seriougly
threatened, .it is unlikely that it would give economic .assistance which
would impair its own development. A.?ore likely alternative would be to
permit a downward revisiom of Satellite economic plans.

Despite potential changes in the eccmomic relations among the Satel-
lites and. the Soviet Union, it is probable that the Satellites will
continue to press their expansion of trade with the underdeveloped
countries. This progrem serves both £he politicél and the economic
interests of the Gatellites. If left to the determination of the indi-
vidual Satellites, there is some reason to believe that the countries
selected for meximum penetration effort.may not be identical with Soviet

target preferemces. Currently, the Soviet Unlon has demonstrated prefer-
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ence for penetration of the Near East, whereas Poland, for example, may
have greater interest in India, South America, and areas other than the
Near East. A high degree of Bloc-wide coordination of the penetration
efforts had been achieved in early 1956, judging by the small number of
trade conflicts reported to have occurred among the Bloc countries;
greater autonomy of economic policy on the part of countries such as
Poland would tend to increase the mumber of minor trade conflicts, yet
partnership in the penetration effort would likely be considered econo=
ically desirable and possibly would be dependent upon following the
Soviet version of the "rules of the game". |

The Soviet Union has now admitted that it has abused the principle
of equality in its economic relations with the Satellites and has »
affirmed its desire to develop a new set of working relastionships. In
addition, the Soviet Union has indicated willingness to reconsider recall
of Soviet advisers (although it is probable that the Soviet Union will
attempt to retain advisers in high-echelon offices such as State Planning
Commissions). In the economic sphere, all the Satellites are still very
much dependent upon the economic policy of the Soviet Union, foreign
and domestic, as constraining limits to their own poliey, but Poland has
now obtained greater latitude of action within these limits.

Although the USSR may permit apparent changes in its economic re-
lationships with the European Satellites, there is little evidence thét
the changes will permit the Satellites significant incréase in freedom
in the determination of eco,nomi.c policy, except where political necessity
may dictate (as in Pc;land' and, possiﬁly, in Hungary). The Soviet Union
must chaose between permitting the Satellites flexibility of action in
resolving their economic problems, which are of greater severity than
the present economic problems of the Soviet Union and require more
drastic immediate measures of reform and adjustment than now being im-
plemented in the Soviet Union, or else adopt a rigid policy which seeks

to control carefully the nature of Satellite economic reforms in order

—_— . = = =
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to prevent a repetition of events such as occurred recently in Poland
and in Hungary. This is a basie dil_ema, for if the Satellites do

not adopt far-reaching economic reforms which will recruit the coopera-
tion of the workers and of the peasants, the economic crisis must
continue, but to obtain such cooperation, overall economic and political
reforms must be undertaken which would potentially shake the present
regimes and weaken Soviet conmtrol.

In Poland a situation exists which may be unique smong the Satel-
lites. Gomulke has won a begrudging measure of freedom from the Soviet
Union. Within this freedom, end with his support from the Polish popu-
lace, he may attempt economic meassures to create a new economic system,
combining central planning, price determination, and direction of the
economy with increased incentives to labor, the peasants, and management 5
and an attempt to relate econcmic decisions to the interplay of market
forces, that is, a more meaningful price system. His economic policy
must have several goals: 1t must give greater weight to living standards
in determining the basic perspectives of economic po.’Lic:;yy recruit popular
support for the regime and suppurt of the new economic program, and
e obtain more efficient utilization of Pcland's limited eccnomic rescurces.

It remains to be seen if a program based upon central planning and
control can so recruit popular support and participation while still
seeking to maximize economic growth. The Polisgh government must break
new ground in the realm of economic policy, and it must maintadn public
support in a time of economic crisis. Difficult as are these taéks 5
even without outside interference, they will be the more difficult since
neither the Soyiet Union nor the governments of Poland's neighboring

states will be likely to ease the task.
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1. The Policy Conflict between the USSR and Tts European Satellites.

A, Recent Soviet Policy towards the European Satellites.

The Soviet Union has misjudged the political and economic sta-

bility of the Satellites and, by its own statementf must re-examine the

nature of its relationships with them.

At . the Twentieth Party Congress of the Communist Party of the
Soviet Union (Februsry-March 1956), it was affirmed that there were many
roads to Socialismf* This statement was intended to support Party tac-
tics in Western countries. Theme is no evidence to suggest that this’
doctrine was meant to apply to the economic development of the European
Satellites. To the contrary, the draft directives on the Soviet Sixth
TFive Year Plan contained a positive statement concerning the economic
consolidation of the Soviet Bloc. In addition, the Congress welcomed
economic competition between the systems of capitalism and of "socialism,"

At the same Congress, A.i:vﬁiﬁﬁyan, one of the founders of the
Soviet Bloc system of ccordinated econdﬁie planning, called for consoli-
dation of the world socialist system to take advanfage of a world capi=-
talist system "in crisis, weak, and losing one positién after another.”
In the same speech, however, he stated two theses which were to shake *:
the Soviet hold on the Satellites. In the first, his attack upon Stalin,
which preceded that of Khrushchev's, he attacked terrorist methods and
the secret police. In the Satellites, this would be interpreted as a
softening of the.Soviet line., -In addition, speaking in confident terms
of the ability of the Soviet Bloc to win a struggle of "peaceful" co-
existeﬁce, he 1laid to rest the theory of capitalist encirclement. By
playing down the thesis of immediate threat, he was attacking the roots
of the regimentation of Satellite economic life. This "wartime regimen-
tation" in a time of peace was later attacked by Oskar ILange of Poland

in a speech in July 1956 .

¥ Soviet Statement on Satellite Relations, 30 October 1956,
*% A detailed presentation of the Soviet policy statements follows in
Appendix A.

- 10 -
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St111 pursuing tactics designed to strengthen the new Popular
Front line in the West, the Soviet Union held further discussions in
Yugoslavia in May and June of 1956. In the Pravda statement concerning
the discussions, the thesis of many roads to socialism was extendéd to
the economic sphere in the proncuncement that various ways and means may
yoe used in different countries tc solve the specific problems of social-
ist construction.... This change in the formula was necessary to the
Justification of the establishrent of closer relations with Yugoslavia.
There 1s again no indication that the many roads thesis was intended for
the Satellites. Significantly, however, the Pravda statement listed
features of the Yugoslav politico-economic system which were by impli~-
cation acceptable to the USSR:

1. Unity in the chief fundamental matiter of ensuring the victory
of socialism.

2. Public ownership of the basic means of producticn, in large-
scale and medium industry, transport, the banking system,
wholesale trade, and most of retail trade. (Note the exclu-
sions of small industry, some retail trade, and agriculture).

3+ The state system is determined by the fact that the working
class and the peasantry hold the reins of power. (That is,
a Communist Party).

4. Pursuit of a "fitting socialist foreign and domestic policy.”
(By implication, not going teo blatantly against the Soviet
line). ‘

5. Extension and strengthening of pclitical and economic ties
and céoperation by Yugoslavia with the Soviel Union and
Ehe people‘s democracies.

On 30 October 1956, the Soviet Union issued a statement on its

relations with the Satel;ites. It admitted that the prinicple of equal-
ity had been violated and indicated willingness to re-examine its econo~

mic and military relationships with the Satellites. By implication, it

* . - 11 -
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intended fo maintain the Warsaw Pact in force, and accordingly, to main-
tain Soviet troops in the Satellites. By explicit statement, the Soviet
Union would be willing to discuss the recall of Soviet advisers. It is
further stated that the Soviet Union is willing to discuss measures in
order to remove any possibility of violating the prinéiple of national
sovereignty, mutual advantage, and equality in economic relations. By
implication, the Soviet Bloc joint economic planning for 1956-60 may

be changed in nature and in targets.

This statement does ﬁot explicitly - extend to Poland or to any
Satellite the same latitude of action as previocusly accepted in the case
of Yugoslavia. It does not, however, prevent Gomulka from using the
Yugoslav precedent. In addition, the Soviet admission of mistakes and
the specific affirmation of the principle of equality in economic rela-
tions should strengthen the Polish pogition. .

B. Satellite Reaction to Soviet Policy.

In most of the Satellites, there is a latent economic basis for
conflict. The advance in levels of living has been slow; housing accommo-
dations are not satisfactory, and there are food shortages in some
Satellites. Even so, discontent has not erupted in some countries which
have Wwery low levels of living, but it has in one country with a rela-
tively high level of living (Poland). Discontent with levels of living
would likely have the effect of reinforcing discontent arising from
political and social motivations.

There is also a basis for conflict in the latent suspicion of
Soviet motivations concerning the plans for Bloc-wide economic coordina-
tion during 1956-60. While in most cases. the various Satellites would
find specialization of production to their own advantage, plans involving
the 3llocation of resources at what appears to be Soviet direction.
introduce the possibility of cénflict between Satellite and Soviet
policies. Thus the Soviet Union presses for Pélish exports of coal to

the Soviet Union and to the other Satellites; Poland expresses a

- 12 -
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preference.to retain more of the coal for domestic consumption and for
- sales to the West. When natiomalism crystallizes about effective politi-
cal leadership, as in the cases of Yugeslavia and Poland, the principle
of equality in economic and political relatiounships is zealously pre-
served; common goals with the Soviet Union are recognized, but the
economic relationships must be negotiated and not directed.

Poland trememdously megnifies the problem for the USSR. folish
economists, such as Oskar Lange, who has risen to the influential posi-
tion of cheirman of the finance committee of the legislature, have been
in a ferment over the inefficiency and arbitrariness imherent in an econ-
omic system that substitutes admimistrative decisions for a ratiomal
price policy as the meams by which ecoaomic questiqns are decided. The
lange group is insisting, through Gomulka, both on decentralization of
planning and admizdstration, and also on the use of profitability as
the criteriog for economic policy making.

Yugoslavia, long a disturbing element, has become more of one
since its rapprochement with the USSR makes the Vagoslav road to social-
ism a very real altermative to that of the Soviet Uaion. Now there are
two dangerous precedents for further Satellite defections from the
politico-economic communiﬁy'which the ‘Soviet Union had intended to be
closely knit.

In its own way, Hungary must also be a dangerous element of
instability ia Soviet Bloc relationships. An occupied Hungary must
represent a drain upon Soviet and Satellite rescurces. Furthermcre, the
disturbing weapon of the gemeral strike and of the slowdown has been
effectively used in Humgary. In the economic sphere, passive resistaunce
can be potentially disasterous to an unpopular regime. At the present
nmoment (December 1956), East Germany has expressed concern about Hungary's
ability to homor its export obligatioms, not to mention the disruption
of tramsport through Hungary, the rail 1ink between mid-Europe and the

Balkans.
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Economic conditions in Czechoslovakia, Bulgaria, and Rumania,
while of themselves likely to precipitate a major crisis, would tend
to reinforce unrest once it manifested itself,

East Germany exhibits the stability of force, and of force
alone. The regime has vacillated between offers of concessions and
pronouncement of a hard line. Living standards have aroused discontent,
openly expressed in 1953 and now latent. Nevertheless, the presence of
Soviet troops and the fear of reunification with West Germany have moved
the East German government to adopt a relatively hard line.

Because of the German iinification problem, East Germany's posi-
tion 1s unique. The economy has been artificially developed as one
independent of West CGermany. Since much of the metallurgical and fabri-
cating industry must operate at higher cost than the West German counter-
parts, East Germany would be unable to sustain trade competition with
West Germany. In the view of the East German Communist Party (the SED),
continued existence of the Party and of the economy, as presently consti-
tuted, is dependent upon the furtherance of plans for an integrated
Soviet Bloc economy, which would guarantee to East Germany neceded mater-
ials. (especially coal and iron ore) and needed markets for its products.
On the other hand, East German pride in German technological achievement
is an important stimulus to a German nationalism. On several occasions
in the past, East Germany has demonstrated reluctance to share advanced
technology with other Bloc countries.

C. Soviet Reaction to Changes in the Satellites.

This is a complex subject, which at the moment is best studied
not in terms of generalities, but in terms of the specifics of Soviet
relationships to the individual Satellites. If the Soviet Union should
decide that countermeasures are necessary, a whole ho&t of counter-
imeasures are available in the economic sphere.

Aside from countermeasures, earlier in the year (1956) the Soviet

Union recognized the dilemmas in which the Satellites found themselves
- 14 -
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and offered supplementary aid agreements to Bulgaria, East Germany,

~ Poland, and Hungary. These proérams did not go far in terms of equipment
and consumer goodsimade available from the Soviet Union and were perhaps
most important for the "free currencies" supplied to the Satellites,
presumably for the purchase of needed goods from the West.

It is not likely that the Soviet Union can go much farther in
expanding its ald programs to the Satellites, for its own requirements
are competitive. The Satellites have acute deficiencies in raw materials,
consumer goods, agricultural products, and specislized equipment Just as
does the Soviet Union. The solution is not likely te be found by reducing
the scope of the aid program to the underdeveloped nations, for to a
considerable degree the Soviet Bloc is exporting a different class of
commodity to these countries, -- the wore common types of egquipment de-
sired by a country just beginning indusitrializstion.

A unique phenamenon of the Soviet Bloc is Soviet control over

the distribution of producer's goods. This control originated from

many causes, -- former Soviet ownership of key enterprises in East Germany,
L4

Hungary, and Rumania; Soviet aid to expansion in producer's goods indus-
- tries which was to be repaid in kind by the output of the enterprises

if the Soviet Union was nct otherwise recompensed; and the artificial
stimulation of industries not economically well-founded, which led those
industries to look to the Soviet Union to find them both scurces for
rav materials and markets for finished products. Thus, when the Soviet
Union discontinued reparations from East Gerumany, East Germany had to
appeal to CEMA (ultimastely Soviet-controlled) to find markets for many
categories of equipment.
This factor of contrcl is very important. It put the Soviet
Union in a position to choose from two msjor alternatives of action
vis~a-vis its economic relationships with the Satellites. 1) The Soviet
Union could channel these investment goods inside its own borders, and
-

2) The Soviet Union could undertake a Bloc-wide industrial expansion

- -
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program. The latter program would be particularly attractive if it made
a larger output of goods available to the Soviet Union and accorded with
that country's political interests in the Satellites. There is reason
to believe that the Soviet Union did in fact consider this to be the
case¥ Adoption of a program involving a high degree of industrial éx—
pansion for the Soviet Bloc as a whole, and characterized by increasingly
extensive division of labér, required one very basic condition, economic
and political reliability within the Satellites. The essential nature
of this condition can be seen upon consideration of what would happen

if one country significantly underfulfilled the output of commodities on
which other countries were dependent for the fulfillment of their own
production programs and ultimately of their Five Year Plans. The Five
Year Plan 1s the economic program laid on by the Communist Party for the
fulfillment of its policies; thus nonfulfillment of the Plan has serious
implications to the strength and the prestige ofrthe Party. If the Five
Year Plan of any Communist nation is to become dependent upon another
country's fulfillment of its obligations, it becomes a matter of party
survival to be sure of the other country's reliability with respect to
its obligations.

It is now in the realm of reason that the Soviet Union will start
to retreat from elternative (2) (Bloc-wide industrial expansion) to
alternative (1) (primary preference for in@ustrial.expansion within its
own borders),unless the ‘"reliability"” of the Satellites can be reestab-
lished, Which is not likely even under a Soviet military occupation of
Hungary and possibly of Poland. In this event of policy shift an entire
sequence of events can be forecast: ‘

1. CEMA could be retained but its activities would be consider-
ably scalea-back and it would begin to look much more like
the old CEMA of 1951, a vehicle for the coordination of trade

¥——ﬁa;{£g_%ﬂg_5ériod 1951-56, all evidence suggests a degree of invest-

ment activity within the Satellites, which was relatively commensurate
with the extent of total Satellite industrial production. .
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policy in common interests but not an instrument for the
detailed coordination of industry. Limited detailed coordi-
nation might still develop for a few industrial fields of
common concern, but‘far short of the program planned for
1956-60. '

2. The Soviet Union could permit a scaling-down of the Satellite
programs for industrial expansion and would even show some
reluctance to supply Soviet equipment, raw materials, and
technical assistance, while seeking to maximize Soviet inter-
nal expansicn. v

3. The Soviet Unicn could seek to maximize iwmports of heavy
producer’s goods, and of raW'ﬁaterials (such as coal) to the
extent of its considerable econowmic power. This would sup-
port internal Soviet development and deprive the Satellites
of trade items which the Satellites could otherwise trade
to the West in exchange for needed economic assistance. The
Soviet Union could maintain a net import balance against
write-off of past credits and paymeﬁt for services.

Implementation of such a revision of the Soviet progran would

not mecessarily . require underfulfillment of the Sixth Five Year Plan.
The Soﬁiet Union would be relieved of scme oﬁligaticn to supply raw
materials and equipment* to the Satellites and could direct these re-
sources to its own development. The major impact of such shifts would
be in terms of lower Bloc-wide industrial producticn in 1960, resulting
from.d0wnward revision of Satellite production goals.

There would be serious effect upon the Sixth Five Year Plan,

 however, if events in the Satellites have forced the Soviet Union to
stop its demobilization of military manbower numerically short of its

goal for May 1957. This Would deprive the Soviet Unicn of labor reserves

* These resources would be either of Soviet origin or else Satellite
resources directed to Soviet account. This, however, does not
necessarily mean that there were net Soviet exports of goods of
Soviet origin.
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which it likely must have to fulfill its 1960 output goals. If the
sitvation deteriorates, the Soviet Union may even be compelled not only
to stop demobilization but to initiate partial mobilization. Partial
mobiliza‘t;ion would compel extensive rescheduling of the production and
investment programs, likely drawing on agriculture and the services
industries (including construction) for manpower and slowing down the

investment program, especially the program for expansion in the Far East

which has a relatively deferred payoff.
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II. Economic Factors in the Prospects for the Stability and Cohesion

of the Soviet Satellite Structure.

*
A. Outlook for Economic Growth and Tmprovement of Living Standards.

The purpose of this section is to consider briefly the broad
prospects for economic growth in the European Satellites, the extent to
which such growth is likely to be reflected in living standards, and
the general relation of these factors to the internal stability of the
ecountries. While this approach should contribute to an evaluwation of
probable developments in the Satellites during the next several years,
"it should be borne in mind that the projections of economic growth are
necessarily crude, that living standards may not be allowed to keep up
with the growth of the economies, and that improvement of living standards
is only one of many factors affecting the internel stability of the
countries.

The projections of economic growth which are presented in the
next subsection are based on the assumption that a rapid expansion of
national products will conitinue to have a high priority in the Satellites.
The effect of this expansion on living standards is more uncertain,
however, since it depends on secondary economic policles which have been
modified in the past in response to internal or external developments
and may be modified in the future for similar reasons. Furthermore,
even if parallel development of national products and living standards
is assumed, the effect on the internal stability of the countries re-
mains rather problematical. This difficulty may be illustrated by the
timing of the riots in East Germany and the later disturbances in Poland
and Hungary. The East German riots in June 1953 followed about five
years of growing pressure to increase productibn and socialize the

economy and of continuing austerity in living standards. The recent

* The estimated increases in Satellite gross national product and in-
dustrial and agricultural production presented in this section were
prepared for ORR Project 10.80k4, which is attached in draft form as
Appendix C. Data relating to plans and plan fulfillment are (with a
few exceptions) from official Satellite sources.
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disturbances in Poland and the revolt in Hungary, on the other hand,
followed about three years of somewhat more liberal economic policies and
an improvement in liv/ing standards which probably exceeded in extent

that of the preceding three year period.

1. Projected Growth in Gross National Product, 1956-60.

In the fundamental matter of the general growth of the Satel-
lite economies during the period 1956-60, it is estimated that substantial
gains will be achieved but that these gains will be somewhat smaller than
those believed to have been achieved during the preceding five year
period. A projection of gross national product to 1960 has not been pre-
pared for each of the Satellites, however. Instead, combined numerical
estimates are presented for CZechoslovakia and East Germeny (the most
industrialized Satellites) and for Bulgaria and Rumania (the least
developed Satellites, excluding Albania), and a qualitative estimate is
offered for Hungary and Poland.

The average annual rate of economic growth projected for
Czechoslovakia and East Germany is about 5.5 percent and that for
Bulgaria and Rumania is about 5 percent. In each instance, the projected
rate of economic growth from 1955 to 1960 ié considerably lower than the
estimated average rate from 1950 to 1955 (see Table II-1). The indi-
cated slackening in growth rates for East Germany and Rumania is especial--
Ay proncimced- bEzausd during the 1951-55 period. East German industry
made a noteworthy redQvery from the depressed level of 1950 and both
industrial production and agricultural production in Rumania evidently
inereased substantially. The estimates of economic growth in East
Germany and Rumania from 1950 to 1955 may be too highj in any event,
such average rates are unlikely to be duplicated or closely approached
in the period through 1960.

The population of Czechoslovakia and East Germany is not
expected to increase very much during the 1956-60 period because of

comparatively low rates of natural increase and the assumption of
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Table II-1

Estimated Gross National Products
of the European Satellites a/
1950 and 1955

Average Annval

Gross Naticnal Product Rate of Growth,
(Billion 1955 US $) 1950 to 1955
1950 1955 gPercentQ
Bulgaria 1.19 1.68 7.1
Czechoslovakia 7.93 11.1 7.0
Fast Germany 10.8 17.3 © 9.9
Hungary 2.67 3.62 6.3
Poland 16.7 22.1 5.8
Rumania 2.98 4,48 8.k
Total 42,3 60,3 Tolt

a. Excluding Albania.

continuing sizable losses of population through emigration from East
Germany. Consequently, the anticipated increase in output per capita
from 1955 to 1960 is not appreciably less than the projected increase
in total output. The more rapidly growing populations of Bulgaria and
Rumania, on the other hand, are likely to reduce the rise in output
per capita to about two-thirds of the projected increase in their
national products. It follows from this that the already large gap
between output per capita in Czechoslevakia and Fast Germany and in
Bulgaria and Rumanié prcbably will be widened rather than narrowed
during thevperiod under consideration.

A numerical projection of future rates of economic growth
in Hﬁngary and Poland does not seemr justified at present in view of the
serious disruption of economic activity which has occurred in Hungary
and the prospect that general economic policies and specific production
goals for the next several years may be modified in both countries.

It seems safe to say, however, that whatever the line of economic policy
followed -- whether Stalinist, or an expanded New Course with additional
benefits and concessioné'for workers and consumers, or something in
between -- the outlook is for average rates of growth in output some-
what lower than those projected for the other Satellites.

- - o] -
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The foregoing projections and Jjudgments are based on limited
available data concerning the growth of the Satelli’;e economies since
the war and on official amnouncements.of goals for 1960. Previously
published-production goals for 1960 in Hungary and Poland seem likely
to be cut back, and downward revisions which are intended to forestall
repetition of the disturbances in Hungary and Poland or which reflect the
repercussions of these disturbances through foreign trade may also take
place in the other Satellites. The projected growth rates should there-
fore be regarded only as rough indicators of the probable trend in Satel-
lite output.

By their nature, the projections do not take into account
the anticipated plan revisions or the supply difficulties which may
occur in the Satellites if deliveries of key products such as Polish
coal fall below the previously planned levels. In general, the projected
growth rates assume that the increases in industrial production from 1955
to 1960 will be almost as large as those planned. Such gains are not
1likely to be achiéved unless the USSR stands ready to break any serious
bottlenecks which develop in Satellite raw material: supplies. Failure
of the Satellites to carry out joint development projects as scheduled
‘may also affect growth rates significantly.

The agricultural element in the projections of gross national
product is based on independent estimates of the outputs of selectéd
agricultural commoditiies in 1960. The projected increase of a little
less than 10 percent is comparable to that estimated to have been
attained from 1950 to 1955. Growing difficulty probably will be exper-
ienced by these countries in increasing yields per hec’éare as average
prewar levels of output are surpassed, but agricultural policies probably
will on the whole be more favorable to the expansion of output than
during the past five year period.

2. Tmplications of Principal Goals of the Current Five Year Plan.

Tn addition to offering some basis for projections of economic

growth, the new Five Year Plans announced earlier this year outline major
- 920 -
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economic goals for 1960 which have certain implications for the internal
stability of the countries in the intervening period. A brief discus-
sion of these goals seems worthwhile, but the conclusions reached must
be considered as tentative since revisions of these plans are in pros-
pect in at least two of the Satellites.

The first question concerns the general level of the major
production goals and the degree of strain on the economy which the effort
to fulfill these goals is likely to entail. The planned increases in
national income fall within a comparatively narrow range -- 40 to 50
percent for the pefiod 1956-60 (1953-57 for Bulgaria). These objectives
are in most cases somewhat lower than the original goals of the first
series of long-term plans and considerably lower than the upward revi-
sions of these goals in 1950-51 (see Table II-2). Theése targets un-
doubtedly are more realistic than the revised goals of the preceding
plans, but it is queétionable whether they are much more feasible than
the original goals of those plans (which in several countries are esti-
mated to have been far from fulfilled).

Considering the pressure on supplies of raw materials and
labor which have already been encountered in the area and the substan-
tial rise in investment expenditures and improvements in planning,
management, and labor skills needed to achieve the planned increases in
labor productivity, it is believed that the growth in national income
will be appreciably less than the rates now scheduléd. It seems reason-
able to assume, moreover, that the attempts of the regimes to accomplish
what appear to be reasonably ambitious objectives will militate against
any marked reduction in the degree of state control over the economy.
Past efforts to get more and more output from the workers ro doubt will
continue, but with less reliance on pressures and more use of incentives.,
Restrictions upon private enterprise and individual initiative, campaigns
for increased labor productivity, and the tendency toward increased work
norms have, of course, been important sources of discontent among the

people, :
- 23 -
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Table II-2

Planned and Actual Increases in National Product in the European Satellites
under First Long-Term Plans and Current Five Year Plans

Increases in Percent

Bulgaria
Czechoslovakia
East Germany
Hungary

Poland

Rumania

First Long-Term Plans

e Aoy

Planned Increase during Period a/  Announced Estﬁinated .

Period Original oieggéf';i zﬁﬁﬁiiie 8, Iﬁzﬁﬁe b/ Eiiﬁ?::e a/
1949-52 (4 years) ¢/ 63 &f N.A. 67 20 50 e/
1949-53 (5.years)) 48 70 59 L6 48
1951-55 (5 years) 60 €0 62 60 L5
1950-54 (5 years) 63 130 50 49 ko
1950-55 (6 years) 70-80 112 86 £/ 51 - 50
1951-55 (5 years) 100 N.A. 90 50 50

&, Data refer to national income, which (as defined in Communist countries) excludes provision for depreciation and the
value of services not connected directly with material production.
b. Data refer to estimates of the total output of goods and services, or gross national product.

c. Period of the plan as completed.

the five years of the original period was planned.
e. Planned increase for 1953-57, the period of Bulgaria's current Five Year Plan.
f. Provisional estimate by the Economic Commission for Europe.

4

The plan originally covered the five year period 1949-53.
d. A calculated goal for the fourth year of the plan (1952), based on the assumption that a steady rate of growth throughout
The planned increase for the original Five Year Plan was 85 percent.
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The rates of economic growth achieved in the Satellites
will reflect in large part their success in fulfilling their goals for
industrial production. This,: in turn, depends on the realization of
the comparatively large planned increases in the productivity of indus-
trial workers shown in the following tabulation:

Planned Percent Increase in lLabor
Productivity in Industry,

1955 to 1960
Bulgaria 35 (1953 to 1957)
Czechoslovakia about Il .
Fast Germany 50 {socialist industry only)
Hungary 36 (state industry only)
Poland 35 (state industry only)
Rumania 45-50

Ac:h;tevement of such rises in produectivity will require a very careful
;iiocation of resources, since it depends not only on high levels of
investment (to» provide incfeasing amounts of capital equipment per
worker) but also on the morale of workers (and thus in large part on
wérking conditions and living standards)a’ To a certain extent, the one
can be favored only at the expense of the other. It seems doubtful
-~ whether any pattern of resource allocation will permit rises in labor
productivity to the ful’,l extent presently planned, although substantial
gains are expected and are subsumed in the projected rates of economic ‘
growth presented above.

Although the regimes can hardly dc much about popular dis-
satisfaction with the institutional characteristics of their Soviet-type

'~ planned economies, achievement of even two-thirds of the planned increases
in national income would offer opportunities for a significant (though
necessarily gradual) rise in living standards. It seems probable,
however, that the average annual gains would not be as large as those
of the last three years.

Some impression of the planned distribution of the national
products during the 1956-60 period is afforded by the goals for invest-
ment and real wages. Real wages are scheduled to increase from 25 to
40 percent in the various countries, compared with the goals of L0 to
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50 percent for national income. The lower rates for real wages (which
may be regarded as a rough indicator of the planned increases in con-
-Samption) permit planned increases in investment which in several cases

*
substantially exceed the national income targets (see Table II-3). Even

if the national incomes of the Satellites rise only about 30 percent,

and investmerit increases by twice that percentage from 1955 to 1960,
average annual increases of 2 to 3 percent in the consumption element

of national income should be possible. Gains of this size are compara-
ble to the long-term averages in the industrialized countries of the West.

Even if the expected improvement in living standards is
realized, it probably Wouid be a neutral rather than a positive factor
in promoting the internal stability of the countries. That is to say,
the improvement in living standards probably would not in itself promote
any widespread acceptance of the regimes. On the other hand, if per-
ceptible gains are made over a period of several years, living conditions
in themselves probably would not be a serious source of disaffection or
instability among the population.

Additional impressions of the nature of Satellite economic
development through 1960 are provided by the plan goals for the expan-
sion of industrial and agricultural output. The cutback from the pre-
vious long-term plans in the size of the planned increases in gross
industrial production is somewhat greater than in the case of national
“income. Except in Czechoslovakis (and Bulgaria, where the current
plan ends three years before the others), the planned increases do
not exceed about two-thirds of the increases originally planned for the
final years of the preceding pians and are of course still smaller in
relation to the revised goals of 1950-51 (see Table II-4). Even so,
it is considered unlikely that net industrial production (as didtinguished

from gross industrial production, the customary Satellite measurement )

* “See footnote g/ in Table II-3 for qualifications concerning compari-
sons of the goals for investment and real wages and footnote g/ for a
possible explanation of the small increase scheduled for investment
in Hungary.
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Table II-3
» Approximate Planned Increases in Investment and Real Wages
in the Furopean Satellites during the Current Five Year Plans
1956-60 a/
Percent
Investment b/ Real Weges ¢/
Bulgaria 100 d? L0 e/
Czechoslovakia 62 33
East Germany 100 30
Hungary 15 £/ 25 g/
Pdland 45 ’ ' 30
Rumania, ) 67-75 30

a. Except in Bulgaria, where the period of current Five Year Plen is
1953-57. ’

b. Unless indicated otherwise, the percentages indicate the planned
increases in average annual investment from the period 1951-55 to

. the period 1956-60. Since it has not been determined in every

case that the increase shown is derived from the same component
of investment expressed in comparable prices for the two periods,
the figures should be regarded as tentative. These goals are
only roughly comparable with those of real wages and national’
income, since the latter indicate the scheduled increases from

. 1955 to 1960.

¢c. Unless indicated otherwise, the percentages indicate the planned
increases from 1955 to 1960. .

d. Planned increase from the four year total for 1949-52 to the five
year total for 1953-57.

e. Planned inerease from 1952 to 1957.

f. Planned increase over the period of the First Five Year Plan

. (1950-54). Because of the declines in investment in 1954 and 1955,
a comparison of the goal for 1960 with actual investment in 1954
or 1955 probably would show a much larger planned increase.
. g. Planned increase in personal consumption. )

will increase to the full extent planned for gross productioﬁ. For the
four Satellites other than Poland and Hungary, an increase in net indus-
trial production of 45 to 50 percent in anticipated, compared with the
planned increases of about 50 to 65 percent in gross production in the
various countries.

Each Satellite has planned larger percentage increases for
producer goods than for consumer goods, but the divergence between the
goalsvis in general somewhat smaller than in the earlier plans and is
considerably smaller thgn the differences between the officially announced
increases in output in these two sectors of industry during the preceding

plans. Assuming no marked shift toward eiports of consumer goods, these
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goals indicate an intention to give the improvement of living standards
more atten?ion than it received under the earlier plans and seem generally
consistent with the goals given in Table II-3 for increases in real wages.

In the previous plan périods, there was an evident large
discrepancy between the goals for agricultural production and the results
claimed (or estimated) to have been achieved (see Table II-4). Sizable
gains in agricultural output are once again scheduled, and it is still
very questionable whether they will be realized, in view of past perform-
ance..and the general difficulty of increasing yields per hectare sub-
stantially over a period of a few years. Assuming average weather condi-
tions for the 1960 crop, an increase of 8 to 10 percent in production
seems probable over the five year period. Since the population of the
area is expected to rise by over 5 percent during the period, only a
small increase in food supplies per capita is indicated unless imports
are increased appreciably. The conclusion seems Jjustified, therefore,
that the food component of personal consumption will continue to be a
weak spot in the effort of the Satellite regimes to gain wider support
among the people of the area and that the anticipated gradual rise in
living standards will take the form primarily of manufactured consumer
goods, particularly metal products.

B. Problems of Economic Development in the European Satellites.

The rapid industrialization of the European Satéllites during
the last five years was achieved by means of extensive regimentation
of the economy. Speaking of this period, Oskar Lange wrote in July 1956
the following words, "We directed the economy through methods which
are characteristic of a 'wartime economy', i.e., through methods based
on appeals of a moral and political character as well as on orders of
a legal and administrative character, in other words, through methods

based on various means of extra-economic compulsion and not on economic

incentives.” _/ A multitude of factors, such as the lessening of the

\

rule by terror in the Soviet Union and the accompanying lessening of
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Table II-k

Plannmed and Actuasl Increases im Imdustrial and Agricultural Production in the European Satellites
under First Long-Term Plans and Current Five Year Plans
Increases in Percent

Current Five Year

First Long-Term Plans Plans (1956-60)
“Plamed Increase .- 0 220 .00 O,
' during Period 2/~ Announced - Estimated
& (&) Actual Actual Planned
Period Original of 1950-51 Increase a/ Increase b/ Increase a/
Bulgaria 1949-52 (4 years) ¢

Iﬁdustry o 87 4/ N.A. 130 65 60 e/

Heavy industry or producer goods 154 4/ N.A. 200 215 788/
\ Light industry or consumer goods 56 &/ N.A. 100 25 48 &/
13 Asriculture 43 §/ N.A. 8 . -4 €6 e/
| Czechoslovakia 1949-53 (5 years)

Industry 57 98 102 54 50
Heavy industry or producer goods 66 133 119 66 57
Light industry or consumer goods 50 73, 80 33 4o

Agriculture ) 37 TY 1k 25 30

FEast Germany 1951-55 (5 years)

Industry 90 92 90 8k 55
Heavy industry or producer goods 93 100 9k 98 60
Light industry or consumer goods 86 81 84 5h 4o

Agriculture - N.A. 57 by 9 22

Hung; 1950-54 (5 years)

Inzgtry 86 210 155 8l k7-50
Heavy industry or producer goods 10k 280 188 98 58-60
Light industry or consumer goods 73 1h45 127 56 38-L40

Agriculture k2 5k 12 10 27 £/
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. Table IT-k
Planned end Actual Increases in Industrial and Agricultural Production in the European Satellites

under First Long-Term 1(3&%%3@ i%&gd urrent Five Year Plans

Increases in Percent

Current Fivg Ee r
First Long-Term Plans Plans (1956- 0?
- Planned Imcmeas%/ S

during Period Annouficed Estimated
evisions Actual Actual Planned
Period Original of 1950-51 Increase a/ Increase b/ Increase a/
Poland 1950-55 (6 years) S
Industry 90 136 170 (185 g/ 85 53-57 -
Heavy industry or producer goods . N.A. 154 196 g/ 107 53-61
Light industry or consumer goods N.A. 111 . 171 y 51 5l 1§
Agriculture 36 50 19 18 25 15
Rumania 1951-55 (5 years) 14
Industry 1kl N.A. 115 78 60-65 1%
Heavy industry or producer goods N.A. N.A. 131 %/ 101 70-75 1
Light industry or consumer goods N, A, NoA, gg B/ gl 50-55 3
Agriculture ‘ 3 N.A. ) N.A 12
a. Data refer to gross production, which includes raw materials and intermediafe products as well as all final products. Changes
in the degree of such double-counting during a period result in percentage changes in gross production which differ from the
changes in net production. The increases shown for industry and its components are those announced at the end of the long-
gﬂ‘}u plags{; tﬁ some instances, cumulation of officially announced annual increases during the period produces a somewhst
erent total. —
b. Data refer in general to_ net production. Estimated actual increases in production during the first lopg-term plans differ
from the announced actual increases because of one or (more likely? a ,combination of the following: 1slgchanges in the degree
of double-counting in the official measurements of gross production, (23 inaccuracies 1n official caleulations of these ag-
gregates or falsification in their publication andgzé) inaccuracies in the calculation of increases in net production as a
result of the unrepresentativeness of the samy 1e of products used or deficiencies in the basic data, including estimates of N
roduction in physical terms and prices and other data used for weighting purposes. ./
C. eriod of the plan as completed. The plan original}ly covered the f£ive year period, 1949-53.
d. A calculated goal for the fourth year of the pfan %7%523 ,.based on the &ssumption that’ a”&teady rate of_ growth thro out
the five yearsof tlge original per¥od was planned. This adjustment permits a more valid comparison of planned and actual
increases” in production.
e. %ilanned incregse for 1953-57, the period of Bulgaria's current Five Year Plan,
f. Planned increase over average output during the First Five Year Plan (1950-5h4).
g. Socialist industry only.
h. Provisional estimate by the Economic Commission for Europe.
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Soviet authority in the Satellites, the reduction of international
tensions; and popular discontent with Satellite regimes, have compelled
each Government to become more concerned with the problem of stimulating
economic incentives to produption. In some respects this &s a continua-~
2 tion of the New Course begun in 1953, in other respects it goes far
beyond. The goals of the New Course were mostly based upon increasing
the supply of foodstuffs and other consumer goods, but in 1956, in
Ppland and Hungery in particular, the drive for economic reform became
interlinked with social and political reform movements.
- The current economic problems faced by the Satellites tend to
reinforce the political and social forces demanding that the welfare
of the individual be given greater consideration in the determination
of national domestic policy. Continuation of a high rate of economic
growth, and the satisfaction of the concomitant necessity to increase
exports and to reduce agricultural imports, all depend upon raising
productivity in both industry and agriculture. Moreover, limitations

of raw materials and of investment resources signify that achievement

- .

of these production and trade goals will depend inecreasingly upon the
cooperation and the morale of the individual worker and peasant.

In éll the Satellites, the high rate of gross capital investment
and defense expenditures from 1951 through the first half of 1953, either
restrained or depressed living standards. According to a Polish Sejm
Committee, in November of 1956, non-consumption expenditures were a
dangerously high percent@ge in 1953, moreover "The proportion of accumu-
lation in the national income:..rose to 47.7 percent of the national
income in 1953, and in 1954 and 1955 it amounted-tompre than 45 percent.
The consequences of this were felt in the living standards.” g/

Poland and Hungary have both expressed concern with the impact
of a high rate of investment relative to national income and have taken
steps to keep fhe increase in investments during the 1956-60 period

relatively small. For the period 1956-60 relative to 1951-55, Hungary
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has planned a 15 percent increase in investment; Poland, an increase of
45 percent, or possibly less. East Germany, however, has planned to
double investments, Rumania has planned an increase of appfoximately
70 percent, and Czechoslovakia an increase of 62 percent.

On the other hand, the expansion of the Satellite economies is
limited by raw material. shortages, which can be remedied only by
increased imports of raw materials or by intensive capital investment.
By way of illustration, Poland expects by 1960 to more than double the
import of liquid fuels compared with 1955, to increase the import of
metallurgical raw materials by 87 percent, of raw materials for light
industry by more than 30 percent, and of ra% materials for the chemical
industry by 33 percent. Poland's ability to increase the necessary im-
ports is limited greatly by inability to increase exports. Coal exports
during 1956-60 will be reduced by 20 wmillion tens commred with the
total for 1951-55, in consequence of increased domestic demands. Poland
does not expect to be able to increase the export of machines and equip-
ment as much as hoped. Reluctantly, despite Poland's desire to trade,
it anticipates the necessity of an expensive developﬁent of domestic
sources for imported materials (such as iron owes).3/This limits Poland's
ability to reduce the burden of the investment prégram upon the rest
of the economy. A possible solution would consist of accepting a
modest rate of economic growth. In rather similar circumstances,
Yugoslavia refused to accept this solution, observing that the plants
1o become productive in the future would produce the very products that
eould be exported to cover the imports needed by the econcmy.

During the last five years, the heart of industrial development
in the' European Satellites has been the development of heavy industry,
in turn based upon the metallurgical industries,’ 'The continued expan-~
sion of heavy industry can be limited by the following material factors:

1. The supply of iron ore. In 1955y an estimated 60 percent

of the iron ore consumed in the Satellites was imported.
N
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Some 45 percent of the total consumption was imported from
the USSR.

2. The supply of coal and power. In the Eurcpean Satellites,’
coal is the basis both of metallurgy and of electric power
production; since the potential for hydroelectric development
is limited.. During the next five years, however, Poland
must reduce its level of exports to the other Satellites
since its ability to increése coal production is limited
by investment and productivity problems, since the quality
of the coal extracted is declining, and since its domestic
requirements are rising. The Soviet Union, which imports
coal from Poiénd, is currently encountering a coal shortage,
and can only assist the Satellites to a limited extent. 1In
the European Satellites, shortages of coking coal will tend
to limit the expansion of metallurgy. Sﬁortages of coal
will further tend to limit the expansion of ele;£ric power
production and will create additional pressure for the
development of the hydroelectric potential of the Danube.
Parenthetically, it should be noted that the key project
of the Danubian development, the Iron Gate project, would
require the participation of Yugoslavia. East Germany may
be expected to continue its expensive program for the
development of brown coal’resources.

3. The supply of capital equipment. As the more industrialized
Satellites (Poland, Czechoslovakia, East Germany, and Hungary)
expand their metallurgical production and their production
of the more basic tYpes of capital equipment, their require-
ments for investment goods will change. Increasingly, in-
vestment goods representing advanced technology will be
required as the Satellites turn to thé manufactufe of more

specialized and more advanced engineering items. Satellite
_33_
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production of such advanced capital goods is limited, and
the Soviet Union is a net importer of this class of equip~
ment; therefore the Satellites must turn to the West for
satisfaction of their requirements.

The more industrialized Satellites are finding themselves in the
position of Great Britain in the Hineteenth century; they have become
manufacturing nations to a large degree dependent upon imported raw
materials. Their trading relationships are of primary importance to
the economy. In this context, they must pay increased attention to the
quality of fhe goods which are produced so that they are acceptable to
foreign markets. In a real sense, they must be concerned with the skills
and the ﬁroductivity of the industrial laborer. 1In addition, if they
are to compete in foreign markets, they must be receptive to téhhnologi—
cal advances and if possible, develop their own advanced technoloéy.

Problems similar to those faced by heavy industry are encountered
in light in-dustrya These are severe limitations of raw materials; un-
satisfactory expansion of agricultural pfoduction in the Satellites
limits expansion of the food industry and of those iﬁportant components
of light industry which are based.upon agricultural products. The
Satellites are increasingly dependent upon imports for expansion in this
field; imports of grain, fertilizers, fibers, leather, cellulose, and
similar commodities. assume varying importance in the plans of the indi-
vidual Satellites. Again, if domestic production is to be increased,
and especially, if the imports of agricultural commodities are to be
reduced, productivity must increase in both light‘industry and in agrie
culture.

The twin keys to an :incredsed improvement .in the level of living
continue to be increased agricultural production and accelerated housing
program. 1In view of the general adequacy of agricultural manpower and
ambitious plans for capital investment, the main barriers to expanded
agricultural production are the compelling restraints of land and ¢ =7 -
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agricultural incentive. Little can 5e done to inerease the area of sown

. land in the European Satellites, but much can be done to improve incen-
tives. Ali of the Satellites‘except Hungary and Poland, however, intend
to push the collectivization campaign, which may be politically desirable
in their eyes but is economically costly. It is estimated that per capita
food consumption (caloric value) will rise only slightly in each Satellite,
except in East Germany, which will experience an improvement because of
probable further losses of pogpul/sn:icmi6 It should be noted that in the
present state of affairs, no great reliability should be attached to
production estimates for 1960, either in agriculture or in industry. It
is,however, extremely unlikely that any Satellite will experience a great
improvement in its per capita food supply.

The housing program has been considered elsewhere in this surveyf*

A sizeeble construction effort has been planned for the 1956-60 period,
but urban growth and replacement requirements will absorb most of the
new housing, leaving little chance of significant improvement in the
housing situation, as measured in space per capita. A large-scale housing
program is competitive with industrial construction for materials and
labor force; as a result, ambitious industrialization plans limit ability
to undertake an adequate progr'am in housing. Poland, recognizing this,
is now reconsidering its priorities and considering the possibility of
restricting industrial construction so that a more adequate housing

prdgram might be undertaken.

¥ See Table III-1.
** See Section IIT.
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ITI. The Impact of Living Standards upon Internal Stability.

A. Ceneral Situation in the Satellites. }/

In mid-1956, Satellite discontent erupted with the bread riots
in Poznan, Poland. From subsequent evefits, it was seen that more than
the food shortage Waé involved in the pervasive discontent. Food short-
ages, urban overcrowdiﬁg, shoddy goods, and limited selections of con-
sumer goods were tangible evidence to the masses of the price paid for
regimentation of their way of life, a regimentation that could no longer
be Jjustified either by Marxist dogma or by the threat of capitalist
encirclement. Similar discontent was prevalent in mid-1953 in many -
Satellites, but the much-publicized New Course promised to redeem the
situation. By 1956, in most of the Satellites it was evidént that the
New Course either 4id not go far enough or else that the progress achieved
was not nearly that promised.

Discontent with the level of living has already been expressed

» in Poland and Hungafy. A high degree of discontent exists in East
Germany but can not be openly expressed. The Czechuslovakian regime is
assisted by the fact that the level of living there is quite high rela-
tive to most of the other Satellites; but little is being done to increase
the material comforts of life. Rumania and Bulgaria both suffer from
very low levels of living, but some improvement has been tangible, and
discontent does not appear to have crystallized.

Early in 1956, the Satellites individually announced their inten-
tion to follow the Soviet lead and to implement a reduction in the work
week by the end of 1960. In East Germany, the work wegk in 1957 is to
be reduced to 45 hours and the Czechoslovakian work week has been reduced
to 46 hours. Generally, a 48 hour work week has been in effect within
the various Satellites. 1In those cases where workers are unsble to in-
crease productivity per hour comménsurate with the decline in the working

time of the work week, some reduction in real wages is to be expected.
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In most of the Satellites, a prevalent aspect of life is the
necessity for women to work in order to furnish a second wage-earner
in the family, t0 ensure the desired level of living. Thus, in East
Germany, more than LO percent‘of the workers are women.

In the following pages some official claims as to increases in
the ievel of living and in real wages will be cited, in order to illus-
trate the fact that even official date indicate a noteworthy failure of
dtprovement, or else underfulfillment of plans. Such dafa tend to’over—
state the improvement however. Improvement in the food supply has been
far less satisfactory than might be inferred from such indexes. Thus
& particular effort i1s made in the following pages to indicate conditions
in the food supply for individual countries. Much of the improvement in
the consumer goods supply is qpantitative and ignores such important
factors in consumer dissatisfaction as poor quality, limited assortment,
and inadequate distribution which leads to -local shortages. Despite
official data which show average wage increases, important segments of
the labor force in the various countries have had little or no improve-
ment in real wages. In most countries, urban dissatisfaction is more

- prevalent than might be thought from the official data; the houging
problem is most severe in the overcrowded cities, and in countries such
as Poland? the food collection system has been inadequate and has led
to decreases in the urban per capita food supply and increases in the
rural food supply.

B. Poland.

1. Food Supply and Food Prices.

In 1956, food prices were so high that a family of four
whose head worked in industry would probably have to have a second
vage-earner in order to insure adequate diet.** There hag been only

¥ That is,ccountries with large urban populations, and with a relatively
© smell collectivized sector.
*% 53,7 percent of all workers in socialist enterprises earn less than
3000 zlotys a month, the minimum cost of food for a family of four.

b - 37 -
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slight relief in food prices following the 1953 high point pricewise.
In 1955, various urban areas had serious shortgges of bread, flour,
meat, butter and eggs. In early 1956, meat and potatoes were in short
supply in Warsaw.

Poland is plagued by an inadequate food distribution system.
In eddition, rural co;lsumption of food has risen sharply, as statg
collections of food have failed ‘to properly channel foodstuffs to the
cities. Thus, the supply of food in urban centers is often unsatis-
factory, despite the fact that the average per capita availability of
food for domestic consumption is above that of any other Satellite and
T percent above Poland's own prewar ave;éage.

Table ITI-1
Per Capita Diet Estimetes for the European Satellites _2/

Caloric Value

Prewar 1955/56 1960 a/
Albania 1,757 ¢/ 1,893 (87 percent bulk) b/ 2,200
Bulgaria 2,h2k ¢/ 2,632 (88 percent bulk) 2,700
Czechoslovakia 2,514 ¢/ 2,563 (60 percent bulk) 2,600
East Germany 2,813 ¢/ 2,431 (55 percent bulk) 2,800
Hungary 2,633 ¢/ 2,638 2,700
Poland 2,775 &/ 2,967 (65 percent bulk) 3,000
Rumania 2,608 ¢/ 2,501 (80 percent bulk) 2,500

a. Estimate based upon announced agricultural plans, estimated fulfill-
ment, estimated 1960 population, and estimated foreign trade pattern
in 1960. ' '

b. Bulk diet defined as grains and potatoes.

c. 1933-1937 average.

d. 1934-1938 average.

e. 1935-1938 average.

2. Consumer Goods Program.

The planned increases in level of living have been underful-
filled repeatedly, including the 1949 goals and more recently, the 1955
goals. This has aroused public discontent.

It was planned that by 1949 the average per capita consump-
tion level would be restored to prewar levels, especially for basic
articles of food and clothing. According. to State Department estimates,

the actual 1949 real value of wages was 13 percent below the 1938 level
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and the average worker consumed 20 percent less food and bought 45 per-
cent less clothing than in 1938.

The 1955 goals of the Sixth Five Year Plan (1950—55) for
improvement in level of living were not fulfilled, despite the special
consumer program.undertaéen during 1953~55. According to official claims
which do not fully portray the situation, the average real wage per
worker was only 28 percent above the 1949 level rather than the 40 per-
cent promised. Impcrtant segments of the labor force (transport, commu-
nications, and consumer goods manufacture) actually suffered a reduction
of real wages relative to 1950.

3. Foreign Trade in Consumer Goods.

The export of meat and meat products, chiefly pork, consti-
tutes Poland's most important class of export after coal. Coal exports
are nearly half of total Bolish exports and make possible raw material
imports essential to the industrial program, including the manufacture
of consumer goods. On the other hand, when coal production plans are
not fulfilled, as has been the case recently, maintenance of export obli-
gations tends to put househtld fuel in short supply on the domestic
market. This was the case in October 1956. Exports of other consumer
goods include cotton fabrics (13 percent of the 1954 production), wool
fabrics (10 percent of 1954 production), leather and rubber products,
éugar products, porcelain items, and industrial consumer goods.

| In 1955, Poland imported 64 percent of the neéessary raw
materials for the leather industry, 75 percent of the wool, nearly 100
percent of cotton requirements, and 60 percent of the cellulose needed
for rayon. Imports of finished nonfood consumer goods have been planned
to fall from 4.3 percent of total imports in 1955 .to 3.9 percent in 195é
and to be an absolute decline.
L, Housing. '
During 1956-60, urban housing is to be built at the rate of

240,000 rooms a year, as compared with an annual average of 139,000
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during ;951-55. Polish officials admit, however, that even successful
implementation of these plans would at best result in a negligible
improvement in the critical urban housing shortage.

The great damage‘suffered during World War II, the high birth
rate, and migration into the cities have all prevented any alleviation
of the urban housing shortage. Annual average construction during 1951-55
wes more than 100,000 rooms short of the level needed to maintain 1950
housing levels. Despite the great official emphasis upon the new housing
program as & major component of fhe new consumer program, achievement
of the 1956-60 targets could at best only partially recover ground lost
during 1951-55 and likely will result in little improvement at all. It
is estimated by ORR that the program would barely satisfy the requirements
of anticipated population increases. Iﬁ addition, extensive rgplacement
will be required for antiquated and substandard housing.

5. Soclal Services.

Social insurance coverage has been broadened but inflation
has made many benefit payments inadequate to prevent hardship.

Health statistics show great improvement relative to 1938
but mortelity rates are still high. Hospitals are overcrowded and the
number of physicians per 10,000 people is lower than in any other European
Satellite. Rural health service is completely inadequate, -- barely one-
sixteenth of the total number of physicians serve more than half of
Poland's population.

The drive to eliminate illiteracy and to improve basic educa-
‘tion has progressed far. In prewar Poland, only 43 percent of the
children attended school through the Tth grade and in 1955 close to 90
percent were completing the Tth grade. Enrollment in institutions of
higher learning in 1954-55 was nearly triple the prewar figure. On the
debit side, construction of school facilities has not kept pace with
the inerease in school enrollment. Many classes are overcrowded, and

some children have been unable to attend school because .of ‘1ack’of: space. .
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C. Czechoslovakia.

. 1. Food Supply and Food Prices.

. Tmmediately after the war, food-and living costs were 6 to
7 times 1937 levels, but food prices declined some from 1946 through
1950, then rose during 1951-53 (period during which rationing was ended).
Since then prices have been reduced some.l3 percent for foed, = :
more for clothing expenditures, and yet more for consumer durable items.

TDuring 1956 the food supply has improved. The large urban

areas are ’éet‘ber supplied than other urban aréas..z -Nevertheless,. .
queues are characteristic of the sale of meat (especially pork) and of
butter.

2., Consumer Goods Program.

There has been notable improvement in the supply of nonfood
consumption goods during the last two years, despite a serious failure
to mpet the excessively ambitious goals for the output of textiles.

Per capita consumption of consumer durables (washing machines, refrigera-
tors, and the like) is higher than in any other Satellite.
3. Level of Living.

M Real wages dropped below prewar levels during 1951-53 ‘though
by 1956 they apparently exceeded the prewar level. This rise in real
wages and real income has probably served to reduce popular discontent.
These increases in purchasing power have been accompanied by a rise
in the domestic availability of consumer goods. These goods, however,
are of poor guality, and their improvement is a major problem for the

1956-60 plans.

k. TForeign Trade in Consumer Goods.

The immediate availability of consumer goods has not been
sdversely affected by trade policy. Actually, the importance of the
export of light industrial products has declined markedly as these items
have been replaced in export importence by products of the engineering

industry. (11 1937, light industrial products were 34 percent of -total
- 41 -
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exports; in 1948, 27 percent; and in 1956, 10 percent). Presently
mostly luxury items and textiles are exported. Imports are important
to the level of living; foodstuffs are imported, as well as 75 percent
of the fiber requirements and 70 percent of the raw materials needed
by the leather industry.

5. Housing.

At the beginning of its Commmmnist regime, Czechoslovakia
enjoyed better conditions of housing than any other Soviet Satellite
with the possible exception of East Germany. Subsequently, conditions
have worsened. The annual average number of new dwelling units built
from 1949 through 1955 has not been large enough to meet the estimated
net increase in the number of married couples. The Government admits
that replacement of old and defective housing has not been adequate.

Despite concern with the problem, the Czechoslovakian government acknow-
ledges that the problem of overcrowding cannot possibly be solved during
the Second Five Year Plan. Czechoslovakia does not seem as concerned
with the housing problem as other Satellites; in comparison its housing
problem is not as great. While non-attainment of present housing goals *
will no doubt affect the prestige of the regime and aggravate present
economic problems associated with housing conditions, it is not anti-
ciﬁated that the housing question in the next five years will lead to
serious problems of worker disecipline.

6. Social Services.

Health, Standards of health care are at a higher level than
in any other Satellite (with possibie exception of East Germany). They
are below the average for Western Europe.

Education. As is the Satellite pattern, great statistical
progress has been made in the educational program. Classroom facilities
in Slovakia are still notably inadequate, however. Czechoslovakia has
had unique disappointments in its program of higher learning. The number

of advanced students per 10,000 Btudéntsohdsd decreassdasince the early -

- 4o -

Declassified in Part - Sanitized Copy Approved for Release 2013/11/18 : CIA-RDP79R01012A009200010017-3



Declassified in Part - Sanitized Copy Approved for Release 2013/11/18 : CIA-RDP79R01012A009200010017-3
' Y 1
~ NS NS

postwar period and is lower than in any of the other Satellites, follow-
ing the Commumnist "purges" of the ‘"bourgeois" element in the colleges
-and universities.

D. East Germany.

1. Food‘Supply‘and Food Prices.

The pattern of price reductions on consumer items has been
spotty. The most significant pricé‘ cuds occurred in 1951 .and have been
followed by many subsequent cuts, most of’which would have only slight
impact on reducing the cost of living. Nation-wide rationing ié still
in effect for meat, fats, and sugar. Winter potatoes are also rationed
each year. In the event of local shortages, local or regional rationing
is permitted, as was the case for various food products at times in 1955
and 1956. The existence of food shortages s0 severe as 1o necessitate
raticning has dampened morale. The end of food rationing had been
promised for as early as 1953. In March of 1956, Ulbricht and Grotewohl

‘ indicated that food trationing would have to chntinue because of the in-
adequate food supply and said that prices would sky-rocket if rationing
was ended now. Since then, probably as the result of pressure from the

* populace, the regime has conditionally promised the end of rationing
for 1957, possibly April.

Opinions differ as to the sever;ty of the retail food short-
age in 1956. The supply of essgntial foodstuffs.is far short of demand
and the distribution system is poor. The ration gystem, however, enables
each family to obtain at least a minimum subsistence amount at the low
ration prices.. In March 1956, the US Misiaion in Berlin stated that
"everything connected with the food situation irritates the population.”
The comment is still appropriate. Quality is poor, prices.are still
too high for the average income, except ration prices, and rationing
continues. East Berlin is in the best position for food supply and
prices. Other areas, such as Dresden, have been burdened with food short-
ages at times. Many East Germans believe that the food situation now is

- ’ worse than in 1953 at the beginning of the New Course.

-
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2. level of Living.
Despite a claimed L0 percent increase in real wages , 1955
over 1952, the level of living of the average middie-income working-
~ class family is not comparable to that of the prewar era. The improve-
ment in level of living, especially in terms of food supply, has not
been up to the expectations of the population, based upon the goals of
the New Course.

3. Foreign Trade in Consumer Goods.

The East German level of living haé become dependent upon
imports. 1In 1955, focdstuffs and beverages were 15.9 percent of imports
and 1.k percent of exports. Grains, meats, fats, oils;, and fish are

" imported. The trend is toward greater dependence upon imports.

Also in 1955, products of light industry were 19 percent
of imports and 9 percent of exports. Textiles, ready-made clothing, and
footwear are imported; high quality consumer goods are exported. East
Gerﬁan light industry is dependent on imports of natural fibers, raw
hides, and wood.

4, Housing.

By 1950, while overcrowding in East Germany was not serious
by Egst European standards, the situation had deteriorated considerably
as compared to prewar East German standards of housing. During 1951-55,
the housing program was not itself adequate to improve ‘the situation,
yet improvement did result because of a population decline of 500-800,000
from 1950 to 1955. Nevertheless, housing conditions are still far below
prewar standards and remain one of the ‘"eritical and chronic problems"
of the country. The housing program scheduled for 1956-60, if accomp~
lished, would result in significant. improvement but still would not ref-;
store prewar housing standards. The housing problem, while severe
enough to intensify popular discontent, probably is not in itself enough

to lead to serious problems of worker discipline.

Declassified in Part - Sanitized Copy Apprbved for Release 2013/11/18 : CIA-RDP79R01012A009200010017-3



Declassified in Part - Sanitized Copy Approved for Release 2013/11/18 : CIA-E«ES’?QRMO12A009200010017-3
<

5. Social Services.

East Germany has an extensive social insurance system, as
does each of the other Satellites. Its health facilities appear to be
reasonably good, with a few definiencies, the most serious being a grow-
ing shortage of doctors. The educatlional system is superior to the
systems of the other Satellites. In large part as the result of thé
exodus from the country, the schools are not over-crowded.

E. thgary.

1. Food Supply and Food Prices.

There has been substantial impfovement, at least until
October 1956, in the food supply after the low point of 1952-53. Care-
ful planning of menus and careful buying is necessary to stretch the
food budget of the average family. Some Qroblems are created by inade-
quacy of retail store facilities in some regions and by poor/distribu—
tion planning on the part of the retail network.

At the beginning of 1953, food prices were more than double
the level of June 1950, Following mid-1953, there has been a gradual
reduction of food prices. The prices of non-food consumer goods have
not been reduced as much as food prices, partially as the result of the
attempt during 1953 and l95h to distribute non-food consumer goods faster

than they were produced.

B 2. Consumer Goods Program.

The promises of the Communist Party concerning the level of
1living to be obtained in 1955 vere drastically underfulfilled. The
average real wage per worker was only 6 percent above the 1949 level,
and probably siightly below the 1938 level, despite the efforts of fhe
regime to achieve 1955 real wages some 50 percent above the 1949 level.
After serious reductions in the level of living which occurred in 1952
and early 1953, there was some improvement in 1954 as the result of the
short-term expedient of reducing investment expenditures and releasing

consumption goods from state reserves. Furthermore, large groups of
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workers and employees in the low-wage categories received little or no
increase in real wages during 1950-54. Although average family income
had shown some improvement by 1956, this was the result of more members
of tﬂe family working rather ﬁhﬁn of more earnings per hour of work. In
1956 new measures were undertaken to increase wages, cut some prices,
and abolish the peace-loan subscription. Official indexes show that
increases between 1949 and 1955 in the real income of the peasants have
been well above those of urban workers and employees. In recent years
the production of consumer goods has increased sharply, but increases in
the export of consumer goods have prevented the domestic retail sales
from rising accordingly. In 1956, until October, there héd been & sub-
stantial increase in retail sales compared wiﬁh 1955, especially in
non-food consumer>goods.

3. Foreign Trade in Consumer Goods.

Exports of consumer goods assume increasing importance in
Hungarian trade. Hungary now exports textiles, footwear, ready-made
clotﬁing, sewing machines, bicycles, radios, and furniture. In 1945,
T0 percent of the exports were of égricultural products but the shift to
the export of manufactured items has reduced agricultural exports to
about one-third of the total. Imports of consumer goods in the past
have not been of great signifigance to the Hungarian level of living.
Today, Hungary is in serious .trade difficulties which will make it
difficult to reduce the export of consumer goods in those cases where
the goods earn needed foreign exchange. Hungary is dependent upon the
import of bread grains and of raw materials in support of the consumer
goods industries, such as raw cotton, leather, and other items essential
to the production of textiles, footwear, paper, and wooden articles.

4, Housing.

The statistics indicate that urban overcrowding received no

relief during the last five or six years. The long-term plans for

1956-60, unless revised, can achieve no more than to prevent a worsening

- 46 -
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of the situation. The Government admits great concern with the problem

but has been unable to promise immediate relief. The housing conditions

tend to aggravate worker discontent with thé entire failure of the

Communist regime to achieve the promised increases in level of living.
5. Social Services.

Hungary has achieved noteworthy gains in social insurance,
education, and health compared with prewar circumstances. The rural
areas, still of major importance in Hungary, have not gained as much
in these respects as the urban areas. Progress in education has been
}etarded in the last two years by a growing shortage of teachers and of
classroom facilities. An interesting deveiopment in recent years has
been incteased emphésis upon the academic competence of students rather
than upon their political past or class origin. In addition, Hungarian
communism has‘been depicted as an’indigenous: HUngarian movement rather
than as a "gift of the Soviet Union."

F. Bulgaria.
1. Level of Living and Consumer Goods Supply.

Bulgaria's level of living is not high in comparison to the .
more industrialized Satellites, yet some progress has been made. Furtﬁer-
more, the regime has not failed to live up to promises as obviously as
the regimes in some other Satellites. -

Bulgaria does not have a large working claés, -~ workers are
less than 10 peréent of the total labor force; therefore trends in
real incomes among the farm population are of key significance, and are
the most difficult to uncover based upon the scanty information. There
seems to have been some improvement in rural real income, following the
peagant uprisings of 1952. Agricultural statistics indicate that food
consumption per capite in 1955/56 was 9 percent above the prewar level _
and 20 percent above 1952/53. ‘

The New Course affected Bulgarian light industry only to a
limited degree, mpst of the emphasis being upon improving agricultural

- b7 -
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and livestock production. 1In 1955, the supply of consumer durables was
low but probably sufficient to satisfy the effective demand for such
items. Bulgarian consumer goods are alsc nétorious among the Satellites
for poor quality and lack of variety. The retail trade network is ineffi-
cient and poorly administered.

2. Foreign Trade in Consumer Goods.

Bulgariats reliance upon imports of raw materials for the
consumer goods industry has been declining in recentvyears, until in 1956
the cotton textile industry had to import cnly 22 percent of its require-
ments (prewar - 68 percent), and the wool industry 26 percent (prewar -
63 percent). Imports of materials for the paper and leather industries
are of major importance; Bulgaria is highly dependent upon imports of
consumer durables. In 1956, exports of cotton cloth, wool and silk
fabric are to'increase over the 1955 level, despite the fact that domes-
tic consumption of fabrics is at a very low level,

3. Housing.

Bulgaria suffers from severe overcrowding in the urban areas,
especially in Sofia, but the impact is lessened by the relatively small
share of the population which is urban. If these conditions affected
a larger part of the population, the situation would be much more serious
in the view of the govérnmentq As it is, the 1956-60 plans for construc-
tion of urban housing appear inadequate to improve the situation.

b, Social Services.

Bulgaria has improved social services compared to prewar
standards. Rapid growth in school attendance, however, has created
severe problems of school overcrowding, even in Sofia (this is not the
pattern in other Satellites, where the capitals ﬁsually enjoy better
conditions than the smaller towns and rural areas). Although health
conditions remain poor, achlevements in public health have been consider-
able. The number of doctors per 10,000 of populatioﬂ has more than
doubled, relative to 1939. Rural medical facilities have shown great

improvement.
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G. Rumania.

1. lILevel of Living and Consumer Goods Supply.

Rumania is largely rural and agriculture plays a predominant
role in the level of liVihg of the people. In 1956, the hﬁrvest has
been poor, delivery quoﬁas have been high, and food has not been plenti-
ful. Wheat and bread are rationed, vegetables and potatoes are scarce
and high-priced. The US lLegation gas noted a "general feeling 6f uneasi-
ness on the part of the people and government alike.” An inadequate
distribution system has aggravated the shortages on a loeal basis.
‘%umania has had a long succession of food shortages, in 1946, 1949, 1951,

: .
ﬂ953, and 1954. In consequence, food prices have beén under great in;
flaticnary pressure and extensive rationiné of both food and clothing
remained in effect until December of 1954 (after which stand-by authority
was retained for food rationing). Since more than 25 percent of food
retail sales are made in the countryside, farmer to consumer, the ration-~
ing system was not altogethef effective. After 1954, there has been g
slight reduction of food and non-food goods prices.
) Food shortages and failure of the consumer goods program
initiated in 1953-54 have led to discontent. The average caloric food
consumption per capita in 1955/56 of 2,500 calories, was slightly less
than prewar and also less thén in 1951/52. This typifies the lack of
progress which has stirred resentment among thé population.

2. Housing.

The urban areas are sufferinig from acute overcrawding
which is getting progressively worse. Present plans for 1956-60 do not
schedule enough housing construction to improve conditions. On the
other hand, there has been some improvement in rural areas, where the
construction results from peasant initiative.

3. Social Services.
The infant and general moftality rates of prewar Rumania

were the highest in Europe. The general mortality rate has been cut
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from 19 per thousand to less than 10; the infant mortality rate from 18
to 8. Health conditions in the rural and mountainous areas are much less
adequate than those in Bucharest; The hospital cons%nuction program has
brought progress; Rumania has more hospital beds per 10,000 people than
does either Bulgaria or Poland.

As in the other Satellites, Rumanila has developed programs
for medical -agsistance, hospitalization assistance; old-age pensions,
and other benefit programs. The emphasis during 1956-60 is to be upon
developing institutions for the care of old people and invalids.

Despite progress in recent years, the Rumanian educational
‘system lags behind those of the othef Satellites. Approximately 10
percent of the population under the age of 55 cannot read or write.
School attendance is compulsory in the first four grades; only 62 percent
of these graduates continue their studies through the seventh year.
Attendance beyond the esighth grade is dependent upon determination of
the satisfactory class origin of the applicant or of the political reli-
ability of the parents. Enrollment in institutions of higher learning

was 75,000 in the year 1955/56, as compaped to 29,000 in 1938.
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IV. Aspects of Economic Coordination and Integration Among the Satellites.

. A. Orgenizational Aspects of Bloc Coordination and Integration.

1. The Council for Feonomic Mutual Assistance (CEMA).

The Council for Ecomomic Mutuasl Assistance has clearly emerged
a8 the vehicle of the Soviet Union for ensuring coordinstion of Satellite
economic planning with the plans and goals of the USSR, A;though CEMA
meets as a body éomposed of representatives of the Soviet Union and of
gach of the Satéllites , Soviet control is assured both through orgenization~

. al features and through the preponderax;ce of Soviet economic strength re-
lative to any Satellite. The Secretgrist of CEMA is directed by a Russian
Secretary~General. In ad.dition the economic plans developed in CEMA
negotistions are integrated with Soviet domestic plans; in recent meetings
~of CEMA in East Berlin, a Deputy Chairman of the USSR's Gosekonomkomissiya
assumed a leading role. 1./ Officials of Gosplan and the Gosekonomkomissiya
have, on occasion, assisted Satellite planners in drafting their annual
and Five Year Plans, which then have to receive final approval from CEMA.

It has been the intent of the Soviet Union that CEMA become
increasingly concerned with the coordination of the a.nmml and Five Year
Plans of the Satellites with one another and with the USSR , within s
context of the dévelopmsnt of epecialization of production. This has
involved the coordination of trade planning (including Bloc trade with
the West) and of investment planning.

In s sense, the main task of CEMA is to reconcile policy con-
flicts between the Soviet Union and the Satellites. This can be done on
a power basis, or on the basis of negotiation and of mutual interest. The
Polish and Hungarian statements of recent months, and the Soviet admissions
of the violation of the principle of equality in economic relations, provide
strong evidence that unilateral Soviet determinatiom of economic policy
has played too strong a role in CEMA negotiations, although discussion

has played an increased role in more recent decision making.

I
=

Declassified in Part - Sanitized Copy Approved for Release 2013/11/18 : CIA-RDP79R01012A009200010017-3



Declassified in Part - Sanitized Copy Approved for Release 2013/11/18 : CIA-RDP79R01012A009200010017-3
: . J

2. The System of Soviet Advisers.

Uﬁtil 1954, the Soviet Union maintained relatively direct
control over the development of Satellite sconomies by a tomplex system
of techniques involving Soviet ownership of major industries (in Bast
Germany , Rum:-inia , and Hungary) and the placement of Soviet "advisers"
in key positions within the industrial and governmental apparstus. Follow-
ing 1954, the Soviet Union modified this system, abandoning direct
ovnership participation in Satellite industry (with limited exceptions)
and reducing the visible influence of Soviet advisers. Parallel to these
changes, CEMA assumed & more importamt role in Bloc planning.

In East Germany, Albania, and Hungary, and to a lesser extent
in Bulgarig and Poland,- the activities of the advisers are mow concentrat-
ed in the non-production ministries, such as Intermal Affairs, Defense,
and the State Planning Commission. At this level, the advisers are less
apparent to the public but are still in'a position to influence the form-
ulation of economic policy.

In the policy statement on Soviet-Satellite relatioms of 30
October 1956 s the Soviet Union expressed willingness to discuss the recall
of advisers. It is probable that the visible role of advisers will be
further reduced® but it is far less certain that the Soviet Union will
willingly sbandon the system of advisers at the higher echelons.

B. Blot-wide Division of Labor and Specialization of Production.

Soviet leaders recognize the economic advantages inherent in pro-
duction specialization according to the principle of comparative advantage. .
They have declared their intention to move toward an economically coordin-
ated and integrated Communist Blo¢ c¢hiefly by having each country special-
ize for the benefit of all the Satellites, in thoée cammodities for which
it is best suited. Specialization, in practice, has been most often car-

ried out where either a natural resource base or a developed industry

¥ That is . advisers at the industrial level and observers in plants may
be recalled.
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exists. Examples include coal in Poland, petroleum in Rumania, and
chemicals in East Germany. Specialization of this type may be termed
"undirected” in that the countries involved might be assumed to continue
developing these specialties as a matter of course even without direction
from Moscow.

Central assignment by Moscew of specific production tasks to
each Satellite may not be a mAjor cause of Satellite discomtent -- par-
ticularly if the commodity in question is ome which the specific country
itself desires to produce. It is probable that there is more agreement
than not among Soviet and Satellite leaders concerming designated Satellite
preduction tasks.

The natural concomitant to centralized investment planning for the
Satellites is centralized allocatien of beth raw materials and finished
produc’cs: These two sides of coordinated Bloc¢ planning have been Soviet
gosls since 1949. It is precisely the central allocation (from Moscow)
of goods to which the Satellite leaders seem most to object. It was not
the assignment by CEMA for Po;and to specialize in producing coal and coke
which Polish leaders apparently resented, but rather the unfavorsble trade
terms to which Polish coal was subjected. Furthermore, Polish leaders
were fm;ced to export more coal than they thought was sconomically wise.

The weakest link in economie coordination of the Soviet Bloc,
then, may be the process of central allocation of Satellite commodities
toward which the Soviet leaders have been striving these past few years.
Consequently, central allocation might be considered a major force behind
recent Satellite unrest and might have been a positive contributing factor
in the Polish and Hungarian developments; thus Poland preferred greater
gutonomy in determining the trade pattern for export of Polish coal.

Apgrt from these broader approaches to specialization of production,
considerable progress had been achieved in establishing a number of central
produstion and allccation Bssignments by mid-1956. In heavy industry, all

- countries have been developing at least a rudimentary base, simultanecusly.

- 53 -
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Czechoslovakia, Poland, and East Germany, for example, have given speeial
emphasis to heavy machinery. East Germany is specializing in heavy tractors
and Polend in medium tractors (see Table IV-L).

C. ZEconomic Coordination and Satellite Political Egquality.

Future eohesion of the Satellite system may be significantly weak-
ened if one or more of these countries gains greater political and econom-
ic independence from the USéR. Assuming greater economic independence for
gne or more Satellites, several considerations are in order. First, a
determination will have to be made as to what effect greater independence
for & Satellite will have on its internal economic planning. The second
problem relates to the impact of such independence on the part of one
Satellite will have on the economy of others. Finally, consideration must
be given the effect of these developments on the over-all economic coordin-
ation of the entire Bloe as such coordination has been directed and super-
vised by the Soviet Union.

1. Effegt on the Individual Satelli’ce Concerned.

Greater economic independence for a Satellite would no doubt
result in a more ratiomal alloecation of its own investments, and perhaps
the creation of new annual and Five Year Plans. Some evidence points to
unwise investments and trade commitments for some Satellites which are
economically inmeffiecient, yet which have been forced upon the particular
countries in order to round out the scheme of division of labor and"broduc-
tion specialization. CEMA ordered Poland, for example, to invest in
developing her own oil production, desplte a previocus finding by the
Polish State Planning Commission that such an investment would be less
economical than Polish investments in the Rumanian oil industry. 2/
Asgignments for & Rumanian factory to produce tractors for Czechoslovakia
and & Hungarian faectory to produce heavy construetion machinery for
Czechoglovakia were also comsidered by the producing countries to be

basically uneconomical. 3/
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Table IV-1

Specialization of Production by Industry
in the European Satellites¥

Product

' Czechoslovakia

East
Hungary Germany

Poland .

Rumania

Bulgaria Albania

Coal
Hard coal
Coke
Brown coal

Chemicals .
Chemical fertilizers
Industrial chemicals
Coal chemicals
Synthetic organie chemicals
Synthetic fibers and plastics
Synthetic rubber

Ferrous metallurgy
Iron ores
Manganese ore
Chrome ore

. Rolled steel products
Pipes
Alloy steel

Non-ferrous metallurgy
Aluming and aluminum
Bauxite
Zine and lead

Pyrites

Miscellaneous ores and concentrates
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The new Polish Govermment evidently intends to reassess its
entire ecoﬁomic plan. On October 20, 1956 Gomulka stated that heavy
industrial construction would be somewhat demphasized in favor of
raising the level of consumer goods investments. E/ Later, the Polish
Communist Party paper stated that Poland is prepared to abandon its
current Five Year Plan, possibly in favor of a short-range Two Year Plan.é/
Even if the present long-term plan is continued, however, in all probabil-
ity the 1957 investment plam will be altered to grant more immediate con-
sideration to consumer goods. §/ The path Polard will have to follow to
reorient its ecomomic system toward a more equal balance of investment,
according to some members of the Polish Society of Ecomomists, is for
Poland immediately to abandon its plans for large-scale industrial develop-
ment, concemtrate on consumer and light industry, and alter the general
balance of Polish foreign trade. I/

Any such realignment in Polish trade will no doubt first
apply to hard coal. Under assignmert by CEMA, Poland has been the main
provider of hard coal to the other Satellites and has even exported this
fuel to the USSR. Poland has long objected to exporting her coal in
excessive amounts. Under CEMA, Polish agreements with East Germany and
Hungary provided for shipments of coal to these latter two countries,
probably in return for open credits to purchase certain machinefy and
equipment. §/ Another source of disagreement in the past has been USSR
purchases of Polish coal at a prefereptial rate below world market prices.
In .this framework, shipments to the USSR constitute 34 percent of total
Polish coal exports. 9/

Since the political developments of October and November 1956,
Polish officials are appareuntly goiﬁg to review and possibly reallocate
their exports of certain commodities. ;Q/ Persistent reports state that
Poland has informed the East German Government that hard coal would no
longef'be shipped to that country, ;l/ although by the first of December,

1956, there was no noticeable reduction of the number of coal trains from

Poland to East Germany.
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In response to their paucity of coal, the East Germans appeal-
ed to the USSR for assistance..ig/ The USSR, reportedly, has agreed to
begin shipping hard coal to East Germany as of 1 December 1956. E;/

It can be assumed that Pgland's economic plans will undergo
alteration -- particularly with reépect to major investments and érade
policies with other Satellites. It is apparent that the USSR will ease
its demands on the Polish etonomy =-- eépecially with reference to Polish
investments and exports. In fact, Gomulka has recently stated that all
Polish-Soviet relations are to be re-examined as parts of the "economic

whole." 14/

. 2. Effect on Other Satellites.

Greater political independence of one Satellite will have
significant economic ‘ramifications not only for that country,'but for other
members of the Soviet Bloc. Rather close coordination of the economic plans
of all CEMA members (except the USSR) has been achieved as of mid-1956.
Obviously, any unilateral alteration of a single member's annual and
Five Year Plans ﬁill force an inevitable readjustment of economic plans
in at least several other CEMA countries. If the Satellite which first
changes its plans is an important cog in the division of labor, then
planning, production, and trade within the entire Bloc will face necessary
alteration. '

In response to the anticipation of cancellation or reduction
of Polish coal shipments to East :Germany, apparently several plants have
severely restricted their operation. }2/ One result of this cutback in
coal shipments, reportedly is that the East German State Planning Com-
mission ié considering curtailing rail traffic and may even suspend
virtually all production in the chemical industry, or cut back light
industry. ;é/ Several large East German industrial enterprises supposedly
will attempt to meet the hard coal shortages by using brown coal for the

next three months. 17/
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In L‘ountr;i.es other than Eagt Germany, any reduction of coal
imports from Poland might have a similar effect. When Poland suffered
reduced output in its coal industry earlier in 1956, both Hungary and
Czechoslovakia felt the pinch, and in Hungary, the reduced imports result-
ed in & temporary shutdown of some tramsport. 18/° In Czechoslovekia, re-
duced imports of Polish coval would-affect that country's exports of
mechinery (for which Polish coal was traded).* 19/

Serious disruption of Hungsrian industry will have long-lash
ing effects on the industries of sll other CEMA members. A statement
reputed to be from Ulbricht of East Germany noted the deplorable state
‘of trade between his country and Hungary, following the outbreaks. He
stated that the Hungariang could no lenger deliver anything and, in fact,
East Germany hed to deliver commodities to Hungary. 20/

Abandonment by one or more Satellites of the closely-coordinat-
ed division of production specialization may not, however, adversely affect
every member of CEMA. Some of the countries may use this disruption of
their trade plans from the ogutside as a welcome excuse on their part to . .
inerease trade with the West (East Germany seeking hsrd coal, for exsmple).
Finally, the cbmparative advantage of specialized production and its result-
ant economic &fficiency, may deter a Satellite from rash abandonoment of
its part in the Bloc-wide division of labor.

3. Effect on Bloe Coordination and Integration.

Certsin conélusians can be made concerning developments which
would stem from greater Satellite independence and at least a partial bresk-
down of mutually coordimsted plamning. Ulbricht as thée extreme view point
has stated that if each Satellite desired economic independence and a go-
equal status, the Bloet!'s mutual economic plans would collapse. glj Even
8 partial collapse of the coordination system would probably mark the death
¥ In & recent year, Poland exported 8 million metric tons of coal and over

1 million metric tons of coke to the rest of the Bloc, not including the
USSR.

Declassified in Part - Sanitized Copy Approved for Release 2013/11/18 : CIA-RDP79R01012A009200010017-3



Declassified in Part - Sanitized Copy Approved for Release 2013/11/18 : CIA-BDP?QRO‘IO12A009200010017-3
L R

L L

$~E~C~R~E~T

of any future plans for extéﬁsive economie integration of the East Europ-
ean Satellites. CEMA would certainly lose much of the influence and
centrol which it has assumed since 191;9; The. accompanying structure of

av Bloc-wide divigion of labor and preduction specialization on which

each country has been concentrating in recent years would be seriously

and perhaps irrevocsbly retarded. Even if a Satellite desired to remain
withim CEMA and to be more or less loyal te the USSR, reduced imports

from other CEMA members would foree her to de-specialize some of her
industry at least for the fcmseea‘pla future. Theb trend fallcwed in

récent years in whic¢h eath CEMA member began to adopt common industrial’
snd manageriel standards (usually Soviet ones), would have to be temporar-
ily reversed if not eventually abandoned, Finally, a weakening of economic
coordination might well force most of the Satellites measurably to increase
their trade with the Wegt and with the underdeveloped mations in par-

ticular..
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V. Aspects of.Foreign Trade Relating to Stability and Cohesion

In & basic sense, this study is concerned with the relationships of
the European Satellites with the Soviet Union. The significance of the
Satellites to the Soviet Union is manifold, and to a substantial extent
the trading policy of the Soviet Union reflects the prevailing Soviet
view of the role of the Satellifes. This is not the place to study all
the permutations of Soviet polity relative to the Satellites, but igﬂ
may be observed that they, can play the following roles, in different
tombination and with varying emphasis:

1. Buffer against the West (that -is, there is a very important

geographic consideratio; igqg;ygd ig Soviet control).

2. Example of the advaytaggsﬁof Communism (in support of expan-
sionist policies),

3. An advanced logistic base for military operations. \

4, A source of special natural resoufces (Poland- coal, East
Germany- chemical ores, Hungary- bauxite, Rumania- petroleum
and selt, East Germanmy, Czechoslovakia, Bulgaria, - uranium).

5. A source of advanced technology in the case of East Germany.

6. A source of skilled industrial manpower, in the case of,East
Germany and Czechoslovakia, and to some extent in Polandvand
Hungary.

Immediately after the war, the Soviet Union exploited the
Satellites, individually and collectively, and accumulated an import
balance of immense proportions (when reparations are included as part
of the picture). After 1949-50, the Soviet Union began to support the
recoﬁstruction of the Satellite economies by supplying raw materials
and investment goods in return for machinery, equipment, and such
resources as‘coal and petroleum. During 1951-52, the Satellites
undertook, under Soviet instigation, a large buildup of their
armaments industry. A Bloc-wide economic adjustment occurred in

1953-54, and in 1955-56 the Soviet Bloc undertook more extensive
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coordination of investment and production planning. 1In 1955, at least
two—thirdé of the foreign trade of each Satellite occurred with other
Bloc countries, and in every case trade with the USSR was greater than .
trade with the entire Free World.

In 1954, the Soviet economy was more than twice the size of the
combined economies of the European Satellites. Total Soviet trade
turnover with the European Satellites was approximately 18 billion trade
rubles (probably more than .35 billion rubles at doﬁestic prices). Soviet
exports or imports to the Satellites were therefore about U percent of the
value of Soviet net industrial production but equal to more than 8 percent
of the Satellite industrial production. For this reason, the Soviet Unim's
participation in real economic cocperation with the Satellites is only mar-
ginal. Where the Soviet Union undertakes obligations to supply the Satell-
ites with raw materials or machinery, these obligations are minimal for
her and do not have great impact on the national economic plan., On the
other hand, such supplies are very important to every Satellite because
they decisively influence Satellite economic development. -Basically, the
Soviet economy is also indépendent of the Satellite economies, which on
the other hand are very much dependent upon the economy of the USSR and
upon each other.

In 1954, the Soviet Union was a net importer of machinery and equip-
ment from the European Satellites and China to the extent of approiimately
900 million trade rubles® Since the Soviet Union is a net exporter
of these items to China, net imports of machinery and equipment from
the European Satellites are probably more than 1 billion trade rubles.
Total Soviet exports of machinery and equipment to the Satellites and

v

China are approximately 2.6 billion trade rubles and total imports «--

* In 1954, total trade turnover of the USSR was 25 billion rubles. Im-~
ports and exports are assumed to be balanced, as in the Soviet litera-

> ture, since the USSR is a net importer flrom the European Satellites and
a net exporter to China. According to the Soviet statistical yearbook
for 1956 ;/, machinery and equipment comprise 32.6 percent of Soviet
imports and 21.5 percent of exports. According to Western sources,
Western imports of these items from the USSR total $12 million (48
million rubles) and exports total $145 million (580 million rubles.) 2/

- 63 -
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3.5 billion trade rubles. Imports of machine tools, chemical equipment,
and electrical equipment are of special importance t0 the Soviet Union.

Eastern Furope is poorly endowed with raw materials necessary to an
industrial society and in addition, after diverting producti:'fe resources
from agriculture to industry, has become depepdent on outside sources
for meh of its agricultural as well as industrial raw material supplies.
These requirements have in largest part been filled by the Soviet Union.
Ferrous end non-ferrous metals, fuels, andd fibers have all been prepon-
derantly supplied to Eastern Europe from Bloe Sources, primarily the
USSR. In 13955, e§timated Soviet exports of iron ore to the European
Satellites were more than 8 million tons (12 perf:ent of the Soviet total
extraction, or more than 45 percent of the estimated Satellite consump-
tion of imported and domestic iron ore). g,/ In a very real sense,
Satellite dependency upon Soviet iron ore gives the Soviet Union control
over the development of heavy industry in the Satellites.

In their first long term economic plans (cirea 1950-55), ’fhe Sat-
ellites undertook rapid industrialization on the basis of the develop-
ment of heavy industry (and of ferrous metallurgy). The motives were
complex, military, econoumic, political,. and nationalistic, but the
result was that many Satellites acquired heavy industry which was based
on imported iron ore and coal and which was high-cost relative to the
world market. This industry could exist under such conditions only
within an insulated and isolated Soviet Bloc economic system and tended
to facilitate Soviet expaditation. Nevertheless, it became apparent
that maximam econoxqic growth of the entire Soviet Bloc would be better
achieved if less autarky prevailed in Satellite economic development
and if the further expansion of industry were undertaken on the basis
of greater coordination of investment and trade planning. Furthermore,
by the end of the pericd (1950-55) the basic autarkic buildup of heavy

industry had served its major political and military purposes.
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By 1955, the industrialization programs of the European Sétel-
lites had achieved a high level of output for key items, such as coal
and steel, but the domestic needs of the producing countries had
increased to a larger extent than had been planned. As a result, for
example, Poland, which was to have been a supplier of coal for the
entire Bloc, was unsble to satisfy the import needs of othef Bloe
countries.

Agriculturél development lagged behind plan in all the Satellites;
this aggravated a deficit of consumef‘goods on the market. Poland was
unable to export grain and actually had.to import it. The USSR itself
had to cancel several obligations concerning deliveries of grain and
food products and in 1954-55 advised the Satellites to buy grain in
the West.

The Satellites became plagued with problems of excess capacity in
several industries which had been simultaneously overdeveloped in each
Satellite during the framtic industrialization years before 1954, Sev-
eral countries, for example, had excess stocks of textiles and excess
textile producing capacity. To use such capacity, markets had to be
cultivated outside of the Soviet Bloc. '

Capital investment funds were tied up in idle equipment and in-
completed factories, the relics of the excessive, overdiversified,
industrialization policy followed in all Satellites. Furthermore, the
armements buildup in the Satellites during 1951-52 had delayed many
plants. ther Satellites, deprived of the imports which were to have
been supplied by these plants, built.their own plantsj this in turn
-removed the justification for several incompleted plants, which were
left unfinished.

Current Soviet Bloc trade policy, as envisaged in early 1956, is to
concentrate on the following points: &/

1. Investment planning should be thrifty and selectivej costs

should be minimized to reduce the burden of investments to the
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economy; idle equipment and capacity should be utilized.

2., Bilateral or multilateral cooperation in specific industries
should produce more rational utilization of resourcés.

3. Excess capacity should be utilized by promoting trade with the
‘ﬂgd@rdevelopedinatiOns.,

At the meeting of CEMA at Budaspest in December 1955, the chairman,

Anastas Mikoyan of the USSR, reportedly set frth the following views: 2/
'

1. Capital investment should favorrmodernization of plants father
than the construction of new ones.

5, The Satellites are too servile in following Soviet techniques
and should avail themselves of Western technology.

3. The Satellites should perform their obligations under the joint
planning. (But at this point, conflict arose with the Pélish
delegate who explained the Polish problems with coal and grain.
Actually the surpluses and import requirements of the various
Satellites do not dovetail as well as the Soviet Union wonld
like).

Y., The Satellites should not expect any deliveries of agricultural
products from the USSR in the near future (superseded by agree-
ments made following the bumper Soviet crops of 1956).

5. Satellite trade policy toward the underdeveloped nations would
‘have to be strictly coordinated. The delivery obligations
would have to be fulfilled at any price, although if one country
should be unable to deliver, another country could assume its
obligation. Finally, the Satellite nations. should avoid compe-~
tition among themselves.

6. In plamning their trade and production with consideration of
trade with the underdeveloped nations, thé Satellites should

not count on wider possibilities of credit within the. Savie® Bioc

and each country would have to count upon its own resources¥

¥ he Soviet Union fears shortages of raw materials and capital equip~
ment which might be generated by its own plans for 1956-60. It could
maintain an export deficit with the Satellltes against past services
and credits.
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7. Finally, the context of Mikoyan's statements concerning trade
with the underdeveloped nations indicated that the main effort
would now be directed téward the Arabic countries while the
achievements in India, Burma, and Afghanistan were consolidated,

Although there is now evid;nce that the Satellites have feal fear
of the increased economic control centered at Moscow inherent in the
plans developed during 1955 and early 1956 for Bloc-wide economic coor-
dination, there is much economic Justification for some form of economic
cooperation among the Satellite countries. Specialization for a Bloc-
wide market would help to make Satellite production more efficient, and
to make their exports more competitive in the total work market, ‘and
thus to facilitate the coming-of-age of the infant industries. Increased
economic coordination makes possible a more orderly planning of trade
patterns which is very important to a planned economy such as any of the
Eurcopean Satellites. Each Satellite, however, is possessed of its own
cimmediate economic broblems and has occasionally sought to solve them in
competition with another Satellite for a given contract or source of
supply. Evidence of such inter~Satellite competition, especially in
intra-Bloc trade, has grown more scarce and in mid-1956 was largely
confined to the chronic complaints ébout delivery delays or unfilled
quotas. To the extent that Satellites such as Poland and Hungary pursue
an independent economic policy, there is likelihood that frictions will
increase both in intra-Bloc trade and in the internal planning of other
Bloc countries such as East CGermany. This would generate pressures from
all the other trading partners to negotiate economic coordination at
least on the level of common interest.

Trade with the underdeveloped countries, although promoted by the
Soviet Union for purposes largely political, offers the prospect of long-~
run economic'gains. In exchanging their own industrial products for the
agricultural and other raw material exports of the underdeveloped countries,

the Satellites are alleviating their own chronic material shortages,
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employing productive capacity wkfich ‘might lie idle , and are moreover
lessening the pressure on the Soviet Union's resource endowment. There
is even the possibility of circumventing some of the Scviet control
over the Satellite economies through the importation of iron ore from
India, Liberia, and Brazil instead of from the USSR. The benefits to
the Satellites from such exchanges have been felt only partly, for many
of the exports from the Satellites have involved an extension of credit,
and thus the return flow of raw materials has not yet been completed.

The amount of benefit which the Satellites have derived and will
derive from an extension of their trade with the underdeveloped countries
depends upon the terms of trade, the prices of their exports as compared
with the prieces of their imports. Present inforwastion does not yet
permit assessment of the econcmic gain or loss to the Satellites of the
current programs. To some extent, the Satellites would be willing to
undergo short-term costs in order to develop a long~term market, which
is a normal trade phenomenon.

The d.ev;elopment of trade with the underdeveloped countries can pro-
vide greater freedom in the financing of Satellite foreign trade. For
complex reasons bound ultimately with the exploitation of the Satellite
economies, the USSR has in the past never encouraged intra-Bloc multi-
lateral settlements and has encouraged bilateral barter a.greemen‘t:s,:6 The
Satellites have not been satisfied with bilateral balancing, which be-
comes very difficult to administer and is not economically advantageous
to them. They have begun to achieve de factc multilaterialism 1n ’the
form of commodity shunting: +the impprt of a commodity from one cgi\mtry
in order to export it to another from whicil something more necessary can

*%
be obtained.

¥ Bilateral trade negotiations permit the USSR to use its full economic
weight against a single country at atime, should that expedient be
necessary. In addition, miltilateral qlearing would tend to prevent
the USSR from maintaining a net import balance from the Satellites
since there would be a tendency for the Satellites collectively to im-
port from the USSR up to the limit of their exports to the USSR.

¥*¥ TIn a sense, even China has done this. In 1954, when rubber shipments
to China were embargoed but were legal to the USSR, China procured
rubber and shipped it to the USSR.
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Extended participation of the Satellités in Free World Markets has
broadened their opportunities for such de facto multilateralism. On
the one hand, certain of their non-Bloc trading partners (such as Ceylon)
have objected to the restrictions of bilateralism with the result that
pressure for some form of intra-Bloc clearing of accounts has come from
outside the Bloc. On the othgr hand, new cpportunities for commodity
shunting and multilateral uses of bilateral clearing accounts have been
developed and utilized by the Satellites.

Trade with the underdeveloped countries has yet another atti'acti on
for the European Satellites. To an increasing degree the economic devel-
opment of the underdeveloped nations is oceurring under some form of
economic planning. Both parties then find it desirable to conclude trade
agreements based upon a planned and frequently medium-term (2-5 years)
exchange of goods, insulated against market fluctuations to the extent
agreeable to both sides; In such cases, both parties are concerned by
sharp movements in Western market prices and are susceptible to fears of
the trade barriers existing in the larger nations of the West?;' their
trading relationships potentially fulfill common needs.

The expansion of Satellite trade with the underdeveloped countries,
while desirable from the viewpoint of the Satellite economies, would not
solve all ‘thé basic trade questions. To the extent that Poland, East
Germany, Czechoslovakia, and Hungary have completed much of their basic
industrial buildup, they have become increasingly interested in advanced
technology and advanced equipment. For these, they have turned increas-
ingly toward the industrialized countries of the West. Rumania submitted
to US Ambassador Thayer an impressive list of equipment which it would
like to obtain from the West. The Soviet Union also desires an impressive
list of such equipment, §_/ The Satellites have been umable to satisfy

their desires in this respect both because of Western Cocom controls and

¥ Especially those barriers erected during.a decline in business activity.
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because of their limited ability to market goods in such countries as
Great Britain and the United State.

If it should so desire, the Soviet Union possesses significant
ability to limit Satellite trade relations with the industrialized
West by channelling to itself those few items which have ready markets
in the West, -~ such as Polish coal, chemicals and fertilizers from
several Satellites (especially from East Germany) , and foodstuffs. As
the dominant trade partner of each of the Satellites it is in position
to do this, and doubly sc as a major creditor.

The Soviet Union can further influence the economic development of
the various Satellites through its re-direction of the basic commodities
received as privileged export shipments from other Satellites. These
shipments of machine tools, chemicals, electrical equipment, synthetic
rubber, and the like, and which are of Satellite origin, are essential
to the development and operation of the industries of all the Satellites.
The USSR received priority claims on exports of these products either by
virtue of past ownership of the producing enterprise (as was the case
with the former Soviet-owned enterprises in East Germany, Hungary, and
Rumania) or in repayment of investment credits granted to all the Satel-
lites. Tt is in this context that the Polish government sees the import-
ance of the Soviet cancellation of the 2.4 billion ruble credit repayment
obligation due- the Soviet Union from Poland¥ This deb.t was in every

sense a Soviet mortgage on the Polish economy.

1
%
!
!
i
|
¥
]

¥ This debt was cancelled in November 1956 against Polish claims for
compensation arising from Soviet underpricing of Polish coal ship-
ments to the USSR and against Polish reparations claims against East
Germany which were exercised by the USSR.
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VI. Economic Reforms.

A. Decentralization.

One of the economic reforms which has been going on within the
, - Soviet Bloc deals with limited decentralization in the manasgerial direc-
tion of the economy . This movement was apparently initiated by the USSR
early‘in the 1950's. Several Satellites (Czechoslovakia, Poland, Hungary,
and Fast Germany) have instituted somewhat similar measures.

The Soviet model for decentralization is reflected in organiza-
tional and operational changes in the economic managerial structure
which have been carried out within the past few years. A number of
economic ministries have been partially decentralized, chiefly by
! reorganizing some all-union ministries into uniom-republican and trans-
ferring a number of enterprises from national to regional control. In
planning, the central apparatus of the Soviet Government now restricts
itself‘to broad target figures, and has granted considerable responsi-
bility to union-republics, ministers, and plant directors to draw up
their annual plans. Planning authority remains strongly centralized,.
however. Ministerial reorganizations and the delegation of planning
detai}s have been coupled witﬁ a general increase in the economic role
and responsibility of the union-republiés. Finally, plant directors '
have steadily gained power more commensurate with their earlier>
responsibilities.

The Yugoslav model for decentralization has also involved the
delegation of detailed planning to lower level organizations. It has
gone considerably further than the Soviet pattern, however. Since 1950,
Yugoslavia has had a system of worker's councils. These counclls in the
individual plants constitute one of the main pillars of economic-
menagerial decentralization in that country. The councils elect a
management board to run the plent in conjunction with the director. E/

‘The legal powers of the worker's councils include the following: 2/
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1. Select and dismiss the plant director.

2. Tix wages, prices, and establish certain working conditions.

3. Formulate operating plens and supervise balence sheets.

4, Distribute the income of the plant among wages, amortization,

etc,

Theoretically, at least, the worker's councils control the
monagement and, in general, run the enterprise. In practice, the
councils are not as active in daily management as their legal charter
would imply. The councils appear to follow the suggestlons of the
director and the party leaders, the latter frequently working through
the plant union. g/ This lack of direct control by the council is
further displayed by party control of the list of candidates, who are
later elected to the worker's Founcil by the plant personnel. E/ In
addition, a plant is rather strictly supervised by the local branch bank,
and any financial difficulty in which it finds itself subjects it to a
peculiar form of central control, termed "socialist sequestration.” 2/
Finally, the plant manager, particularly since he is probably a
communist, has the official right to make final decisions in the plant.

Czechoslovaekia has been one of the most advanced Satellites in

introducing decentralization. In this country, the Soviet model has
been generally followed in such specifics as delegation of planning
detail *.and the grant of rather extensive powers to plant directors.
In fact, Czechoslovakia has appérently given more powers to plant
directors than have other Satellites or even the USSR. §/ Regional and
district authorities have also been strengthened. More state farms, for
example, will in the future be subordinate to national committees. Also,
area administrations of certain ministries have been or will be trans-
ferred to regional national committees. T/

Polan&, like Czechoslovekia, has carried out general reforms in

extending powers of plant directors, such as granting to enterprises the

¥ The annual plan for 1957 will reportedly contain only four-fifths the
number of target figures compared to the 1956 plan.
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right to formulate their detailed plans on the basis of central targets.
. Recently, the Polish Sejm dissclved the State Economlc Planning Commission
and replaced it with a smaller planning body having much more limited
powers. This new organization will have no authority to issue "binding
directives" to ministries and people’s councils, §/ ag apparently its
predecessor had. Ministries and lower-level councils will probably bene=-
fit from this development by enjoying more freedom of operation. Some-
what contrary to the Soviet model, however, Poland seems to be followlng
the Yugoslav pattern of estaeblishing worker's councils in individual
enterprises. These councils appear to have powers and responsibilities
similar to those found in Yugoslavia. 9/

Hungary has also instituted general administrative improvements
along the Soviet pattern, but like Poland, appears to be following the
Yugoslav model in setting up worker'’s councils in the enterprises. }9/
In addition, a number of enterprises have been transferred to the juris-
diction of the county and town councils--in seeming agreement with the
Yugoslav system. i}/

East Germany, like Czechoslovakia, follo%s more the Soviet
rather than the Yugoslav model of decentralization. Thus, planning is
to be simplified and local ministers and plant directors are to receive
additional powers. }g/ However, the East German Communist Party has
felt it necessary to give some deference to the Yugoslav system of
worker's councils. East Germany will probably establish "worker's
committees" in each enterprise, but probably will withhold significant
powers from them. }é/ ‘

B. Lsbor Reforms. 14/

During 1956, the European Satellite regimes toock action on an
unprecedented scale to improve the economic welfare and working condi-
tions of the industrial labor force. These actions were motivated in
part by the necéssity for devising ways to increase labor productivity

and in part by the need to placate restless populaces. Although the

._"{3...
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particular measures taken differ widely in scope and coftent among the
countries, the net result in each case is some improvement in the lot
of thé industrial worker; the net effect on productivity cannot yet be
determined.

Iabor lawe and practices in the Satellites are patterned more or
less after those of the USSR. Liberalizing measures in the labor field
taken by the USSR during 1956 for economic motivation undoubtedly stimu-
lated Satellite actions along the same lines. In addition to the Soviet
exampley however, the particular pattern of reform adopted in each
Satellite wéé also influenced by its reaction to the Soviet repudiation
of Stalin and by its own complex of events, including the extent of
worker unrest. .

Four of the Satellites cut the regularly scheduled workweek from
L8 to 46 or fewer hours; in Bulgaria and Czechoslovekia a geperal L6
hour workweek was esteblished, while in Hungary and Rumania the reduc-
tions applied only to designated industries. Although East Germany and
Poland did not reduce working hours during 1956, they have indicated an
intention to do so dur;ng the current five year plan periods.

Fach of the countries took action of some kind to raise wages
of various categories of workers and to adjust work norms. Rast Germany,
Hungary, Poland, and Rumania made general, across-the-board increases
in basic minimum rates, thus giving substantial wage increases to the
lowest-pald workers. In Bulgeria wage increases were few and benefited
an insignificant number of workers, whereas in the other countries wage
adjustments had more significant impact. Poland, for example, accorded
wage increases to some 4 million workers; nearly two-thirds of all non-
agricultural employees. Increased work norms in some industries, parti-
cularly in East Germen industries, negated the benefits of the wage
adjustments to workers' “total. earnings. A1l countries have plans

for further wage and norm reforms during the next few years.
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Eé.ch Satellite has improved its social security system, which
. provides temporary disability benefits, family allowances; and pensions.

A1l of the countries except Hungary have effected substantial increases
in old age, disability, and survivors' pensions by establishing higher
minimum pensions for each category. Hungary improved temporary dis-
ability benefits somewhat. A comprehensive revision of the entire
social insurance program is scheduled to become effective in Czechoslovakia
on 1 January 1957, and Polaend plans to raise family allowances on that
date. 4

Most of the Satellites have taken steps to liberalize the existing,
highly-restrictive laws governing absenteeism, job-transfer, and other
forms of labor disciplina, although East Germany and Czechoslovakia have
taken no action in this respect. Rumania repealed laws that had permitted
compulsery transfer of workers on government order and had prohibited
voluntary leaving by the worker:. Poland and Hungary abolished criminal
penalties for absenteeism and other infractions of labor discipline.
Several of the countries are engaged in comprehensive revisions of their

criminal and labor codes.
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- RECENT SOVIET POLICY STATEMENTS CONCERNING
SOVIET-SATELLITE ECONOMIC RELATIONSHEIPS
In order to examine the points of difference and the points of
common interest in the foreign policies of the Soviet Bloc countries,
several pertinent policy statements will be examined. -

1. Soviet Economic Policy. {Twentieth Party Congress). In February

and March 1956 3 Ehe Soviet Union once more affirmed the priority of the
policy of maximizing economic growth, with special emphasis upon the
growth of heavy industry, over the policy of consumer satisfaction.
Nevertheless, extensive measures have been undertaken, especially in
agriculture and housing, ir order to improve living standards:

Mhe chief task of the Sixth Five Year Plan for the
development of the national economy conslsts of insuring
the further mighty growth of all branches of the national
econonmy, on the basis of preferential development of
heavy industry, uninterrupted technical progress and
increase of the productivity of labor, of realizing an
abrupt increase 1n agricultural production, and on
this basis, of insuring significant increase in the
material welfare and cultural level of the Soviet
people.” 1 /

2. Many Roads to Socialism‘.v(Twentieth Party Congress). The Congress
reaffirmed an old ILenin statement, ™A1l nations will come to socialism;
this is inex;'itable 3 but they will not all come in in quite the same
way, each will make its own contribution...." The Congress then went
on to say, "It is perfectly logical that the forms of the transition
to socialism will be still more varied in the future." 2 /

3. Soviet Bloc Economic Cooperation.

M"The fulfillment of the tasks of the Sixth Five Year
Plan will be a great contribution to the cause of the further
consolidation of the entire socialist camp. The Soviet
Union will expand in every way its cooperation with the
People's Demoeracies in the field of the most rational
utilization of the economic resources and production
capacities in common interests, by way of the coordination
of the development of individual branches of the national
economy, by way of specialization and cooperation in
production, and also, by way of exchanging secientific
and technical achievements and advanced production

experience:" 3/
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A comparison of this statement with paragraph 2, above, indicates
that the thesis of many roads to Socialism applied to the political
sphere more than to the economic sphere,was$ the intent of the |
Twentieth Party. Congress. If rational utilization of economic
resources was to become the Soviet Bloc joint policy, some type of
central decision meking body was to become effective, which is now
known to be CEMA (Council for-Economic Mutual Assistance) and the
important Soviet organizations linking CEMA plenning to Soviet planning.

4. FEconomic Competition between the Soviet Bloc and the
Capitalist Nations.

"The Twentieth Congress of the CPSU considers that the

Soviet nation now has all the conditions necessary for

accomplishing, by means of peaceful economic competition

and in historically the shortest time, the main economic

task of the USSR -~ to overtake and surpass the most

developed capitalist countries as regards per capita

production.™ L4 / '

In retrospect, the speech of A.I. Mikoyan before the Twentieth
Party Congress was one of the most important statements containing the
true goal of Soviet economic relationships with the Satellites.
Strangely enough,_the same speech helped to unleash two concepts which
were to shake the Soviet Bloc. The following paragraphs deal with this
topic (paras. 5-7):

5. Consolidate the Bloc and Divide the West.

"The inception, growth, and strengthening of the mighty
camp of socialism is the principal factor in the fundamental
changes in the international situation. A socialist society
has been built -in the Soviet Union; great China and the
People 's Democracies are marching with rapid steps along the
path of the building of sociallism. A world socialist system
has been established and consolidated and is developing,
while the world capitalist system is in a state of crisis; i
it has wegkened and is losing one position after another.” 5 /

Parenthetically, it should be noted that a Marxist discussing the
soclalist system and the capitalist system 1s discussing economic systems
as well as political societies. For this reason, the statement should
be read with paragraph 3 in mind (preceding page of this report).

In addition, it is significant that the statement was made by Mikoyen,

who is one of the authors of the Soviet Bloc's coordinated economic

planning system. - 77 -

Declassified in Part - Sanitized Copy Approved for Release 2013/11/18 : CIA-RDP79R01012A009200010017-3



Declassified in Part - Sanitized Co|py Approved for Release 2013/11/18 : CIA-RDP79R01012A009200010017-3
N L

A

6. The Attack on Stalin and the Cult of the Individual.

The sharp remarks contained in Mikoyan's speech ante-dated
Khrushchev's more famous speech upon the same subject. It is not likely
that Mikoyan realized the weskening impact that the éttack upon Stalin,
end the campalgn against the secret police, would have upon Soviet
authority in its relations with the Satellites.

7. Burial of the Thesis of Capitalist Encirclement.

"he time is past when the Soviet land of socialism was
isolated, when we were an oasis in the capitalist encirclement."

Now .the Soviet Unlon is joined by a system of socialist states

and is no longer alone. In addition, Mikoyan added,

Socialism is already incomparably stronger than capitalism in

the minds of men. MThis is why it is not for us to fear a

struggle between the ideas of socislism and those of

capitalism.® Now the struggle can be conducted in terms of

peaceful coexistence.

In replacing the fear of capitalist encirclement with a call for
competitive peaceful coexistence, the Soviet planners encounter a basic
problem which was graphically illustrated in subsequent events, especially
in Poland. The problem is this, to compete with the Western world, the
Soviet Bloc must continue its program of forced-draft industrialization.
Yet to & high degree, in the past, this rate of economic growth was
achieved only by regimentation within the varicus states. This
regimentation was facilitated both by fear of Soviet authority and by
fear of capitalist encirclement. Weaken these fears, the regimentation
is then weakened, and the rate of growth suffers, unless incentives to
ipdividual performance can replace the whip of authority. This point
was well recognized by the Polish economist Oskar Lange who wrote in a
Polish periodical in July of 1956, "We directed the economy through

methods which are characteristic of 'wartime economy', i.e., through

methods based on appeals of a moral and political character as well as
on orders of a legal and administrative character, in other words,
through methods based on various means of extra-economic compulsion

and not on economic incentives.™ 7 / (Underlining added.)
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8. Many Roads to Socialist Construction.

After the Soviet-Yugoslav talks held in May and June of i956,
the Soviet reaffirmation of the principle of many roads to sociaiism was
extended to tﬁe economic sphere, in what was to become an extremely
important extension. The old Ienin statement (see Para. 2, above)

. was hauled out once more, but the following words were added by the
editors of Pravda:

"T'he historical experience of the Soviet Union and of the
people's democracies shows that, given unity in the chief
fundamental matter of ensuring the victory of socialism,
various ways and means may be used in different countries
to solve the specific problems of socialist construction,
depending upon historical and national features..._élj
In the same editorial, the following features of the Xugéslav

politico-economic system appeared to be set forth as featﬁres acceptable
to the Soviet Communist Party:

1) Unity in the chief fundamental matter of ensuring the victory
of socialism. ’

2) Public ownership of the basic means of production, in large-scale
and medium industry, transport, the banking system, wholesale trade,
and most of retail trade. (Noté the exception of small scale industry
and of some retail trade.)

3) The state system is determined by the fact that the working
class and the peasantry hold the reins of power. (I.e., a Communist party).

4) Pursuit of a "fitting éécialist foreign and domestic policy."

5) Extension and strengthening of political and economic ties
and cooperation by Yugoslavia with the Soviet Union and the people's
democracies. _9 /

These principles are of extreme importance. At the time, they
were extended to Yugoslavia only, and there is no evidence that the
Soviet Union anticipated extending them to any of the Sateliites. Yet
a major precedent had ﬁeen set. It is further of note, that the reforms

proposed by the new Gomulka government in Poland do not violate these

principles openly, except only by strict interpretation of such a
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clause as 4) which containg the deceptive word "fitting." On the
other hand, the changes proposed by the Nagy govermment in Hungary
went far beyond these limits.

9. Soviet Statement on Satellite Relations, 30 October 1956. 10 /

This statement was an admission by the Soviet government that
the principle of equality had been violasted in relations with the other
Bloc countries. ‘In addition, the USSR indicated willingness to reexeamine.
the subjects of mutual relations in the military and economic spheres.
Nevertheless, the USSR indicated that it would take a rigid position in
defense of its military interests by indicating that withdrawal of
Soviet troops from sny country which is a member of the Warsaw Pact
could be only with fhe consent of all the other signatories. The USSR
would be willing to discuss the recall of Soviet advisers, and the
wording indicated that some concessions would almost certainly be made
along this line.

This statement must have been made under some duress. While
it is not basically a definitive restatement of Soviet policy vis-a-vis
the Satellites, it is a confession of mistakes.(a dangerous precedent)
and an admission that there exist basic areas of friction between the
Soviet Union and the Satellites (and apparently not limited to Hungary
and Poland, judging from the context).

The section relating to economic frictions is of particular
interest.

The Soviet goverﬁment is ready to discuss with the
govermments of other socialist states measures insuring the
further development and strengthening of economic ties
between socialist coumtries, in order tO remove any
possibility of violating the primciple of national

sovereignty, mutual advantage, and equality in economic
relations. This principle should extend alsc to advisers.

If this statement is compared with the statement of the Twentieth
Party Congresé concerning Soviet Bloc economic cooperation (Para. 3,
"above), it becomes evident thaf the nature of joint planning for the
period 1956-60 may be subject to significant change, and that there

may be revision of the 1960 economic targets in several Satellites.
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Significantly, this statement does not specifically grant Poland
the same latitude of action as previously a'cceptedw in the case of
Yugoslavia. Yet Gomulka, by treading the Yugoslav line, has a strong
precedent. In addition, the Soviet admission of mistakes and the
specific affirmation of the validity of the principle of equality in
the sphere of economic relations should serve to strengthen Gomulka's

theoretical position.
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THE DISCUSSION OF REFORM IN THE POLISH ECONOMY

Statement of Purpose.

Poland is now in & unique position among the countries of the Soviet
Bloc to attempt new approaches to stimulate the interest of the workers
and peasants in their tasks specifically and in the economy generally.
This unusual opportunity afforded Gomulka and his economic advisors,
including Oskar Lange, is furnished by the popular support on which the
new regime rests, and without which it must fall, and by Soviet accept-
ance of the new regime, however reluctant. If a high degree of interest
on the part of the workers and peasants is aroused and maintained, the
Polish experiment may become increasingly tempting to other pecples of
the Soviet Bloc and may lead to a reduction in the pervasive role of
authority in other Communist states.

Although the present opportunity to experiment is new, the econémic
crisis, rooted in shortages of raw materials and advanced capital equip-
ment and in thé growing apathy of the workers and peasants, is not novel.
As a result, for several months preceding the Gomulka regime, Polish
journals were deeply involved in developing the concepts of a new economic
program. The issues raised in this ctntinuing discussion are examined
in the following pages.

In addition to drastic revisions which have been and are still being
made in the order of priority tasks originally set by Poland's Five Year
Plany various reforms in making and implementing economic policy have
been provisionally adopted in the hope of curing certain basic economic
~i1ls: the low productivity of socialized industry and agriculture, the
uneconomic use of the resources Poland has available, and in general a
high cost of production, to which is attributed the necessity of subsi-
dizing meny industrial entérprises and most cooperative farms. This
section proposes to discuss the possible consequences of such reforms,

or of the failure to carry them out, in a period of expected transition
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from a system in which compulsion has played the major role to one
based on a freer interplay of economic forces.

There has been a growing disposition over the past six months to
assign the above maladies a dual basis: centralism in administering
the economy and lack of adequate incentives to produce. Insofar as
the solutions proposed for them may be reduced te a single denominator,
however, decentralization is their frame of reference.

1. Reorgaenization at the Apék'of the Political Economy.

The desire of Polish economists to simplify and streamline the
running of their economy was dramatically symbolized by the liquidation
of the State Economic Planning Commission, which took place November 15,
1956, and the reorientation of its functions within a Planning Committee
attached to the Council of Ministers which was established in its place.
Potentially the most significant change that occurred in this transfer
of functions was the abolition of the SEPC's power to administer
indirectly all units of the economy by issuing binding directives to
the various ministries on operational questions. As a result of this
shift, the manpower of the former SEPC has been reduced from 1700 to
1000, and the original 40 departments within the SEPC ha?e been cut to
. 29.

As the Planning Committee assumed a subordinate and advisory
role, the power of the ministries was correspondingly strengthened,
and the Council of Ministers has taken on the operative function lost
by the SEPC. The Council has been reorganized into three sections, one
for industrial production, construction, and transportation, one for
agriculture, and one for welfare and services. The Planning Committee,
on the other hand, submits proposals regarding the supply of food and
consumer goods, problems of prices and wages, econcmic incenti%es, and
investment and foreign trade policy.

’
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The importance of the Sejm, too, has been heightened with regard
to planning. From a short-range point of view this has come about acci-
dentally, arising from the nature of Gomulka's strongest weapon against
Soviet control over the direction of Peland's economic growth, his
popular support. The Sejm has as a consequence taken on the aspect of
a debating chamber after the Western model, a sounding board for the
multitude of suggestions regarding industrial management énd planning
which have been advanced by worker delegations. Proposal and counter-~
proposal on possible changes in the Five Year Plan have been permitted,
perhaps in part with the hope %hat the best way out of Poland's economic
difficulties will be discovered by this means. Efforts which are being
made to legalize and perpetuate this de facto situation apparently stem
from the fact that the country's economic needs require a more flexible
National Economic Plan, and that this can best be achieved by continuous
supervision of plans and performance by the Segm and its committees. It
is held that the latter should work out future long-term plans in con-
junction with the various ministries, and the Sejm as a whole should be
given the power to confirm plans on an annual basis.

Formal recognition has thus been extended to the traditional
distinction between planning and decision-msking. This appears to be an
important step toward economic decentralization because it has taken
place on the highest level. It should be Lept in mind, however, that in
practice the line between these functions becomes blurred at that level
under conditions of forced growth. Rapid growth has not been repudiated,
and it is probable that its rate has only temporarily subsided. At the
moment it may be not only desirable dbut quite possible to separate the
executive from the legislative functions, but once the breathing spell
ends, the same forces which produced an SEPC combining both functions
may again reassert themselves and the trend toward unification of both

these kinds of power in a single body may reappear.
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Nonetheless, these changes are significant in the short-term
in that they attest to the regime's present intentions to relax the
grip over the economy which has been maintained. by the mechanism of
administrative decision making. More interaction among alternative
‘"decisions", an opportunity for which has been given by the Planning
Commission's reorganization, will inevitably color the results of
plamming with some degree of unpredictability. Further,.the Sejm's
-new watchdog role will have a restraining effect on the tendency,
characteristic of an administered economy, for decisions which look
well ou paper to be carried through arbitrarily regardless of their
harmful economic and political consequences. As long as it is the
regime's desire to obviate that possibility, greater scope may be
permitted to nationally respoﬁsible discussion of broad alternative
policies, just as is intended, on a more restricted scale, within the
Counecil of Min;sters.

2. Territorial ‘Decentralization.

In the area where decentralization of planning merges with tht
of management, some changes have been confirmed which parallel those
adopted in the USSR since the Twentieth Party Congress. More power to
make short-range plans and operational decisions has been given the
Central Boards (analogous to the Soviet "chief administrations") within
the ministries. In addition, a wider role than hitherto has been
assigned to the lower territorial subdivisions of the State, adminis-
tered by the People's Councils. Responsibility for local light
industries, for locally derived building materials such as quarries,
brick kilns and the like, for food processing, and for the entire retail
network, has devolved upon the provincial, county.  and parish People's
Councils. Revenue for conducting these activities is to be drawn not
from the central budget, as formerly, but from all the forms of tax

levied on enterprises subordinate to the People's Councils, taxes which

.

’ are no longer, therefore, :channelled into the State Treasury. On the
. —85-
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basis of these sources of revenue the Councils may now adopt
their own budgets.

This reform appears.to be designed to simplify the central govern-
ment's problem of supervising economic activity; it is not calculated.to
be & stimulus to local self-determination, however much it savors of
democratization. The local People's Councils are in.charge, for instance,
of the restoration by,locai craftsmen of theilr workshops, fallen into

|
disrepair as the craftsmen were forced out of business.over the past
decade. They are in charge of the carrying out of policy, in other words.
Similarly, they are permitted to invest at their own discretion only
within the frameﬁork of the gross quantities allotted specifically for
thege purposes by the national plan. And, to make this limitation all
the more binding, although these local bodies can make changes in their
planned investments, they éan only do so if no expenditure of money or
material 1s required beyond that approved by the plan. Iastly,  the
national plan defines for the economy subhondinate to the Pepplefs Coun-
cils all economic tasks. of national significance. This can be a rather
-flexible criterions.

The over-all pattern of reforms under coasieration was set
forth%in the report to the Sejm on November 7 of Lange's hudgefary and
finance committee. Besides urging the decentralization and simplification
of planning (such as a reduction in thé number of indexes centrally deter-
mined) and an enlarged role for the People's Councils, the committee
advocated greater autonomy for socialist enterprises, a greater scope
for worker self-government and a rise in material incentives to stimulate
the worker's interest in the results of his labor. Such a general solu-
tion to Poland's ills has been under discussion over a relatively long
period of time -- even before the Gomulka regime -- and whatever action
is taken will undoubtedly fall within its framework.

Thus, Workers! Councils within industrial enterprises have been
recognized and encouraged to put forward»whatever changes .they deem

desirable in the policies or the rumning of such concerns. Official

- 8 -
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sanction has been given to the implicit assumption that the entire range
of industrial management and labor relations is within the province of
low-level discussion and even action, in that delégations presenting .
programs based on such wide perspectives have obtained sympathetic
hearings in the press and within the government.

3. The Prerogatives of Workers”" Councils.

Among the powers these councils have been granted are the right,
in principle, to approve the detailed production plans, both in physiéal
and financial terms, which are annually handed down by the Central
Boards within economic ministries, and the right unilaterally to intro-
duce changes in production methods withoutvchanging the‘entire.plan.

In the forgground of demands preoccupjing the workers but not
yet sanctioned by the goverament are the following:

a. Power to control theé wage fund and to set norms and wage

differentials.

b. The right of advising as to the distribution of all

' profits, both planned and unplanned. A typical recom-
- ) | mendation runs as follows: of total profits from the

former category, 7O percent is to be &vrnedcdvér to the .
State, 10 percent is to be directed into the works fund
(analogous to the‘Soviet "director's fund"), and 20 per-
.cent to the wage fund. Of profitsvon excess production,

750 percent would go to the State, 10 percent to the works
fund and 4O percent into wages.

c¢. Final authority in the selection of a director for the

enterprise and residual control gver his decisions,
including the right of demanding his recall. \

In addition to the sbove ideas, there is a group of recommenda-
tions of even more vital concern to the principle of planning than those

which have to do with the wage fund and profit sharding., They include:
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a. Greater freedom for the enterprise in determining the
scope and placement of its investments. Some degree of
control by the national plan is conceded.

b. Control over price policy. The reform enviéioned here
is to make the sales price more realistic in terms of
the factory price, i,e.,.to narrow the margin created
by turnover tax and profit. It is difficult to discern -
if this reform is meant to apply to producer goods or
consumer goods; or to both.

c. The Privilégg of ‘making non-planned deliveries to both
soeialized and pfivatelconcerns, and, beyond this, the

right of seleecting the plant's own swppliers and customers.

k, lgggpyementiiﬁwﬁffiCieht Use of Rafources.

It is noteworthy that a rise in labor productivity, usually very
much in evidence in similar Soviet programs, figures at best only as one
implication of the final proposal. This can be traced to Oskar Lange's
conviction that reforms should be directed not primarily to a quantita-
tive increase in overall production but to an improvement in quality, a
decrease in plant production costs, and in particular the husbanding of
raw material resources and a reduction in the-cbsts of producing or
obtaining them: Gomulka laid heavy stress in his October 20 speech to
the Eighth Plenum on the dearth ;f industrial raw materials which puts

\Poland at a disadvantage in trade with the West, and called attention to
the necessity, for regular production, of building up adequate reserves
in these basi¢ resources.

It is hoped that several of the reforms in decentralizing respon-
sibility will help correct this deficiency. Cutting the red tape that
discoursged initiative in originating and carrying out improvements in
production methods should lead to savings in materials and their fullér
utilization, where this is possible. In the realm of incentives, it is’

planned to provide premiums out of the works fund for savingé in raw
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meterials. Worker motivation toward fhis end would be heightened by a
liberalized basis for profit sharing, such as that mentioned above. In
general, greater‘responsibility by the workers, engineers, techmicians,
and economistg representing,the enterprise on the Workers' Council over
the settiné up of the original production targets would afford an oppor-
tunity of forestalling the uneconomic use of materfals. The proposal,
not yet approved, to allow a plant unplanned disposal of the revenue on
30-40 percent of the year's output would also be conducive to the most
efficient utilization of .resources, since the plant would try to maximize
profits, and yould have the further advantage of helping to eliminate “n
bottlenecks in production elsewhere, or, in the case of c&nsumer goods,
in the distribution system. Two objectives are involved, thgrefore, in
liquidating the problem of material. scarcity, one being cost considerations,

" the other stockpiling to insure rhythmic production. Decentralization, a
greater stake in profits for the plant, and something less than total
aliocation of output or the revenue thereof, all help to solve that problem.
These solutions, however, ecall into play certain economic forces, which;
once released, are to a certain degree-uncontrollable, and may react

i uﬁfavorably on other problems the etonomy is facing.

bne sueh problem is unemployment. According to a report in the

June 10 issue of Po Prostu, there were then 300,000 unemployed workers,
of which two-thirds were women. At the same time it was estimated that
worker "superfluity", or underemployment, aﬁpunted to two million.
Granting to this estimate a large measure of exaggeration to buttress a
point, it still is undoubtedly true that a considerable number of workers,
in particular women, are unproductive most of the time, though on the pay
roll. One major cause of this is the necessity in many families for all
adult members, including the aged and the women, to hold jobé in order
that the family maintain a minimum standard of living. Measures to
raise pensions and minimum wage levels, and to afford some tax relief,

will have the effect of removing a few workers from the labor force.

Declassified in Part - Sanitized Copy Approved for Release 2013/11/18 : CIA-RDP79R01012A009200010017-3



Declassified in Part - Sanitized Copy Approved for Release 2013/11/18 : CIA-RDP79R01012A009200010017-3
s o

_____ /

Bagically, however, the need is to use the labor force.more efficientlyy
not to reduce it. A more constructive measure te curb underemployment
follows from the decision to reverse the previocus policy of centralizing
industrial production in Poland’s large urban centers. That policy had
led to the liquidation of such small-scale, local enterprises as quarries,
sawmills, breweries, and handicrafts such as textile workshops, causing
in the process local labor surpluses. The concept of regienalization ‘
behind it, in their words, the "equal distribution of production” between
city_and country, is now unfavorably contrasted to a "rational distribu-
tion of productionﬁ, which is designed fo encourage local industry and
private handicrafis, thus absorbing local surpluses when they exist and,
presumably, creating small vacuums to be filled by underemplbyed personnel
in socialized industries. A step designed to stimulate a resurgence of
handicrafts is a two-year tax exemption for any shop employing no more
than one hired laborer. In order further to encourage thebdevelOPment

of thecepgeity ofvthese localities to absorb labor, the government has
made available to them investment money to the extent of 100 million
zlot;s in 1956 (most of which has by now been allocated), and 200 million
zlotys in 1957. These policies will make for a geographic decentraliza-
tion of the economy parallel to that envisaged in the sphere of decision
making .

5. Some Basic Economic Problems.

There are many obstacles to the solution of the undéremployment
problem, including some created by the policy of decentralization. In
fhe first place, the materials situation will probably remain static,
or imprOVe only slowly, despite the savings effected by greater efficiency.
In order to obtain a steady flow, "in quantity, of her materials require-
ments, Poland must expert in quantity and thereby stabilize her balance
of payments. The only proéuct she can handle this way which is in great
demand throughout Europe is ceal, and fhe likelihood is that exports of

this commodity will continue to diminish for some time.
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Secondly, it may be assumed that in order to economize on resources
as much as possible, the opportunity afforded by quasi-autonomy on the
production unit level will be utilized to make wiser choices between
alternative solutions to investment and production problems, Hence high
production costs, a salient target of Poland's new economic policy, will
ﬁe lowered. This measure may reduce employment in some plants,

Thirdly, the reduction of high production coests through efficiency -
will be meaningless unless some stable, predictable relationship is
establisﬁed between these costs and the sales price. This applies espe-
cially to consumer goods industries, where political consequences tread
more closely on the heels of economic policies than in the producer goods
area. Since at the plant level the emphasis of this new policy is on
profitability, rather than on a continuance of quantitative overfulfill-
ment of plans, an effort will probably be made to cut down the number
of subsidized--unprofitable--plants. Lange has underlined the need to
hold industrial enterprises accountable for the amounts invested in them.
In the discussion over policy it has even been advocated that an interest
rate be charged oﬁ funds allocated for capital investment.

These policies are intended to raise labor productivity. The
supply of raw materials; however, will not be adequate to meet the subse-~
gyant heightened capacity of Polish industry to absorb materials, despite
the possible reduction in the total number of preduction units through
the elimination of those which are now subsidized. Unless the newly
resuscitated private and handicraft sectors can provide for the surplus
labor resulting ultimately from the attempt to‘conserve materials, raise
quality, and reduce costs through decentralization and enterprise autonomy,
there is likely to be an unemployment problem after 1960, when .the total
lebor increment will amount to more than 500,000 in subsequent five year

periods.
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6. Special Economic Problems of a Planned Economy.

The specifically economic theme running through all these changes,
both adopted and proposed, is increased profitability in all sectors of
the economy. It is most obvious in agriculture, where the situation calls
for the most drastic measufes._ Gomulka and his advisors have taken their
stand on the abolition of subsidization of cooperative farms. If their
number decreases in the short run, that is not a vital set-back, they
maintain. What is essential is that the most economic means of produc-
tion be found. OFf course, there is an important limitation on this
policy, for it is not intended to threaten the "social" goals of communism.
But from a short-term viewpoint, higher productivity, with the goal of
greater efficiency, is seen as having a close relation to profitability.
This idea is carried over into industry.

Now if the market place is to be the test fér this, the price
system must be altered to allow competitive pricing among industrial
enterprises. The possibility of this occurring is doubtful, for it brings
the threat of "monopolist exploitation” of the market. The prineciple of
centrally manipulating the price system is still adhered to in Poland,
but the regime does intend to adjust prices to costy for it recognizes
the necessity of finding out how much has been expended or saved in the
production process in order to determine where savings may best be
effected:. Real production costs are determined by the 'change of prices
in goods turnover between enterprises", Gomulka stated in his October
speech, referred to above. The guarantee that such Ehanges will not
be "fictitious", he went on to say, is the enjoyment of full economié
accountability by the individuél economic units.

If this assertion is to be taken at its face value, it brings
the problem.full circle again. Fluctuations in the demand for a plant's
products are of course first felt by that plant. Carrying this premise
té its logical conclusion, Polish economists admit that to make the

proper and timely adjustments in output or in assortment; an enterprise
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should be in c¢lose touch with its customers, "not enly with another state
enterprise, another organization receiving its products, but with the
actual consumers", as the president of the Polish Economists Society
recently said. This implies contractual freedom by an enterprise in
obtalning supplies and in disposing of its pfoducts. This freedom can
only operate efficiently within a framewerk of equilibrium prices, i.e.,
prices which equate supply and demand and are responsive to changes in
supply and demand. There has been no indication in Polish discussions
to date of an intent te achieve this kind of price equilibrium. In
addition, it is questionable that this could be achieved by central
planning, even if attempted. In sum, while political imperatives
militate for the immediate satisfaction of demand, theFSoviet—style
quest for rapid economic growth creates pressures in favor of an
administered economy.

A satisfactory solution to the perennial problem of reconciling
centralized authority in policy making with delegated authority in
carrying it out is thus being seught more intensely and on a wider scale
than heretofore in Poland. This is taking place at present on two broad
fronts, the industrial and the administrative, and is based on a general
conviction among the proponents of Gamulka's policies that to encourage
the anti~centralist, and indeed syndicalist, tendéncies which are so
patently obvious throughout the country, is both economically desirable
as a means of reducing inefficiency and increasing the profitability of
socialist enterprises of all descriptions, and politically mandatory as
a means of retaining support for the regimé. It is on the first of
these fronts that the desire for widespread democratization has taken
a‘clear-cut, programmatic, and specifically econemic form in the Workers®
Councils which have sprung up in most Polish plants.

The Workers' Council movement promises two positive gains for

the regime; first, it fosters the political support by the workers upon
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which the Gomulka regime depends; secondy it should enlist the more
enthusiastic participation of the workers in productien, on which depends
the hope of the regime for an increasse in labor productivity. On the
other hand, the degree and scope of authority and power which the Workers'
Councils have been demanding are incompatible with the managerisl effi-
giency which the Gomulka regime is urgently seeking. Therein lies

Gomulka's dilemma.
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APPENDIX C
SURVEY OF ECONOMIC DEVELOPMENTS IN THE EUROPEAN SATELLITES

UNDER THE FIRST LONG-TERM PLANS

(Draft of ORR Project 10.80k4)

14 DECEMBER 1956

(Two copies of draft
submitted to ONE
only as APPENDIX C)
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